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United States Court of Appeals for the 
District of Columbia 

a Supreme Court of the District of Columbia. 

In Equity No. 60583 I 

In the Matter of 

The Krystal Chemical Company, lNC.,j 

and 

George Aroxe, Its President. I 

United States of America, 

District of Columbia , ss: 

BE IT REMEMBERED, That in the Supreme Court of 
the District of Columbia, at the Citv of Washing- 
ton, in said District, at the times hereinafter men¬ 
tioned, the following papers were filed hnd pro¬ 
ceedings had, in the above-entitled cause, to it:— 

I 

1 Application for Order to Enforce Subpoenty 

Filed January 29, 1936. 

In the Supreme Court of the District of Coluihbia. 

In Equity No. 60583 
In the Matter of 

The Krystal Chemical Company, Inc., 

and 

George Arone, Its President. 

To the Honorable Court: 

The Securities and Exchange Commission, heredfter re¬ 
ferred to as the plaintiff, hereby applies to this Honorable 
Court, pursuant to Section 22 of the Securities Act of 1933, 
as amended, for an order requiring George Arone, Presi¬ 
dent of the Krystal Chemical Company, to appear before 
an examiner of the Commission designated by it, there to 
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produce certain documentary evidence, and respectfully 
states as follows: 

(1) The Securities and Exchange Commission was in¬ 
formed, among other things, that the stock of the Krystal 
Chemical Company had been sold by George Arone within 
the District of Columbia during the vear 1935 and that the 
Company and others, including George Arone, had em¬ 
ployed a scheme and artifice to defraud and had made false 
and untrue statements of material facts. The Commission 
was informed further that George Arone engaged in fraud¬ 
ulent and deceitful transactions, practices and course of 
business in making such sales, to wit, that the corporation 
was making a profit, that it needed funds and that the sale 
of stock would furnish such funds, that he, George Arone, 
was receiving no money from the Corporation for his ser¬ 
vices, and that dividends had been jiaid out of profits 

2 of the Corporation, whereas the stock was owned by 
George Arone, he received the proceeds, the corpo¬ 
ration never made a profit, George Arone received a salary 
from the Corporation, and he paid the dividends from his 
own pocket. 

(2) The Securities and Exchange Commission, acting 
upon such information, and by order made on January 14, 
1936, a copy of which is annexed hereto and made a part 
hereof and marked Exhibit “A”, ordered an investigation 
of the activities of the Krystal Chemical Company, Inc., 
and of certain other persons therein named, in connection 
with the sale and offering for sale of the securities of the 
Krystal Chemical Company, Inc. within the District of 
Columbia, to determine whether said persons, including the 
Krystal Chemical Company, Inc., had violated or were 
about to violate the provisions of Section 17 of the Securi¬ 
ties Act of 1933, as amended, and/or rules and regulations 
thereunder. The order for the purpose of the investiga¬ 
tion designated William M. Malone as an officer and Exam¬ 
iner of the Securities and Exchange Commission to admin¬ 
ister oaths and affirmations, subpoena witnesses, compel 
their attendance, take evidence and require the production 
of any books, papers, correspondence, memoranda, or 
other records deemed relevant or material to the inquiry, 
and further ordered that a hearing for the taking of testi¬ 
mony in this matter be held at Room 1102, at the office of 
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the Securities and Exchange Commission at 177$ Pennsyl¬ 
vania Avenue, N. W., Washington, D. C., at sucjh time as 
the officer might determine, and continue thereafter at such 
times and places as the officer might determine, j 

(3) Pursuant to this order the officer duly determined 
that the hearing begin on January 20, 1936, |and with- 

3 in the jurisdiction of this Court, and the blearing so 
began at such time and place and was adjourned from 

time to time. An adjourned hearing was duly designated 
and held bv this officer on Wednesdav, Januarv 22, 1936, at 
2 P. M., at the aforesaid place, and has been adjourned to 
such time and place as the officer may later designate. 

(4) Pursuant to the order of the Commission! the duly 
designated officer and Examiner, William M. Maloijie, issued 
and caused to be duly served prior to January 22, 1936, a 
subpoena duces tecum directed to George Arone, President 
of the Krystal Chemical Company, Inc., a copy of which is 
annexed hereto and made a part hereof marked Exhibit 
“B” 

(5) On the 22nd day of January, 1936, George Arone ap¬ 
peared at the hearing pursuant to the subpoena and there¬ 
upon in the course of such hearing demand was made upon 
him that in obedience to the subpoena he then and tlfere pro¬ 
duce the books and papers and documents described in the 
subpoena, whereupon George Arone then and there refused 
to produce the books, papers and documents and did then 
and there contumaciously refuse to obey the subpoena; and 
that thereupon at the hearing George Arone was personally 
served with another subpoena duces tecum issued by this 
Examiner, directed not to George Arone, President of the 
Krystal Chemical Company, Inc., but to the corporation 
itself, of which Corporation he was the President] to wit, 
Krystal Chemical Company, Inc., a copy whereof is annexed 
hereto and made a part hereof marked Exhibit “C”. and 
George Arone was represented by counsel at said Rearing, 
who on his behalf waived the time and manner of service 
and George Arone did accept service of the subpoena under 

these circumstances after having been adv|sed by 

4 the Examiner that he did not have to acccjpt ser¬ 
vice thereof at that time and place, and thereupon in 

the course of the hearing George Arone testified under oath 
that he was and is President of the Krystal Chemical Com- 
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pany, Inc., and that the books, papers and documents of the 
Krystal Chemical Company, Inc. at all times have been and 
were then in his custody, control and possession; but that 
he would and did refuse to produce them on the ground that 
such documentary evidence in the form of books, papers 
and documents of the company might tend to incriminate 
him personally or subject him to a penalty or forfeiture and 
that the second subpoena not being addressed to him per¬ 
sonally but to the Krystal Chemical Company, Inc., al¬ 
though duly served on him, was not binding upon him as 
he is not the corporation and the corporation cannot ap¬ 
pear. Such grounds were the only grounds upon which he 
refused at that time to produce such books, papers and 
documents. 

(6) Your applicant is advised, and therefore alleges, that 
an officer of a corporation may not refuse to produce books, 
papers or documents of a corporation in his custody, control 
or possession on the ground that such records of the cor¬ 
poration may tend to incriminate him, and further alleges 
that the refusal of George Arone to produce the books, 
papers and documents of the Krystal Chemical Company, 
Inc. in compliance with the direction of the subpoenaes was 
contumacious! and an unlawful and unwarranted refusal to 
obey subpoenaes duly issued and served by a duly author¬ 
ized officer of the Securities and Exchange Commission pur¬ 
suant to the provisions of Title I of the Securities Act of 
1933, as amended. 

(7) The Krystal Chemical Company, Inc. is a corpora¬ 
tion organized under the laws of Delaware, with its 

5 principal office and place of doing business at 907— 
15th Street, X. W. in the City of Washington, D. C., 
where it may be found; and George Arone is a resident of 
Washington, D. C. and mav be found within the District 
of Columbia. 

(8) The ddcumentary evidence described in the subpoe¬ 
naes is relevant and material to the inquire ordered bv the 
Commission as aforesaid. 

WHEREFORE, the premises considered, plaintiff prays 
as follows: 

(1) That this Court issue to George Arone, as President 
of the Krystal Chemical Company, Inc., an order requiring 
him to appear before William M. Malone, as the duly desig- 
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nated officer and Examiner of the Securities and Exchange 
Commission, on the 3rd day of February, 1936, at 10 o’clock 
A. M., in Room 1102, 1778 Pennsylvania Avenue, N. W., 
Washing-ton, D. C., or as soon thereafter as this i applica¬ 
tion may be determined, there to produce documentary evi¬ 
dence as follows: j 

The following books, papers and documents of tpe Krys¬ 
tal Chemical Company, Inc. relating to the business car¬ 
ried on and conducted bv it or under its name, and related 
to or having to do with the sale of or offering for sale or 
the purchase of or offering to buy securities of Krystal 
Chemical Company, Inc., for the period from January 3, 
1935, to December 31, 1935, viz: 

(a) The stock certificate book, the stock ledger or stock 
transfer book, the minute book of the board of directors, 
the minute book of the stockholders, the cash book, ihe cash 
receipts book, the cash disbursements book, the journal, the 
ledger, the sales book, and purchase or voucher bc^ok, and 

all contracts and correspondence between tint corpo- 
6 ration and George Arone, all of the Krystal Chemi¬ 
cal Company, Inc.; 

(b) All contracts and correspondence between the Krys¬ 
tal Chemical Company, Inc. and the stockholders or persons 
solicited to purchase the stock by the Krystal Chemical 
Company, Inc. 

(2) That a rule to show cause issue out of this Court di¬ 
rected to George Arone as President of the Krystal jChemi- 
cal Company, Inc., requiring him to show cause, if iany he 
has, why the order herein prayed for should not iss|ue. 

Applicant further prays for such other and further re¬ 
lief in the premises as may be appropriate. 

SECURITIES AND EXCHANGE COM¬ 
MISSION I 

By JOHN J. BURNS, J 

General Counsel. 

GEORGE E. STRONG, 

Attorney for the Plaintiff. 

BRUCE AITCHISON, j 

Attorney for the Plaintiff. 
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City" of Washington, 

District of Columbia, ss: 

Before me the undersigned authority on this 29th dav of 

V.’ 9 ) 9 / 

January, 1936, personally appeared Bruce Aitchison, who 
after being sworn did depose and state that ho is an attor¬ 
ney of the Securities and Exchange Commission and that 
the making of this application has been duly authorized by 
the Commission; that he has read the foregoing application 
and knows the contents thereof; that the facts therein stated 
of his own personal knowledge are true, and that the facts 
stated as upon information and belief he believes to be true. 

BRUCE AITCHISON 

7 Subscribed and sworn to before me this 29th day 

of January, 1936. 

FRANCES B SPRING, 

(Notarial Seal) Notary Public 

My Commission expires Sept. 8, 1939. 

Plaintiff’s Exhibit “A” 

United States of America 
Before the Securities and Exchange Commission 

At a regular session of the Securities and Exchange Com¬ 
mission, held at its office in the City of Washington, 
D. C. on this 14th dav of January, 1936. 

Commissioners: 

James M. Landis, Chairman 
George C. Mathews 
Robert E. Healy 
J. D. Ross 

In the Matter of Krystal Chemical Company, Inc., George 
Arone, Arthur J. Clark, and Dr. Carrol A. Brooks 

Order for Investigation Designating Officer and Place of 

Hearing for Taking Testimony. 

It appearing to the Commission, upon information re¬ 
ceived by the Commission, that the provisions of Section 17 
of the Securities Act of 1933, as amended, and/or rules and 
regulations thereunder, have been or are about to be vio¬ 
lated by Krystal Chemical Company, Inc., George Arone, 
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Arthur J. Clark and Dr. Carrol A. Brooks, theirl officers, 
agents and employees; and 

It being the opinion of the Commission that the investi¬ 
gation herein ordered to be made is necessary and proper 
for the enforcement of said provisions of said Aci and/or 
said rules and regulations, and is in the public interest; 

IT IS ORDERED, that an investigation be made to de¬ 
termine whether Krystal Chemical Company, Inc., George 
Arone, Arthur J. Clark and Dr. Carrol A. I Brooks, 
8 their officers, agents and employees, have violated or 
are about to violate said provisions of said 4 c t and/ 
or said rules and regulations; and 

IT IS FURTHER ORDERED, that for the purpose of 
such investigation, William M. Malone, an officer of the 
Commission, be and hereby is designated to administer 
oaths and affirmations, subpoena witnesses, compel their 
attendance, take evidence and require the production of any 
books, papers, correspondence, memoranda or other rec¬ 
ords deemed relevant or material to the inquiry, and to per¬ 
form all other duties in connection therewith authorized by 
law; and 

IT IS FURTHER ORDERED, that a hearing for the 
•faking of testimony in the matter begin at such time |as said 
officer may determine, at Room 1102 at the office of the Se¬ 
curities and Exchange Commission, 1778 Pennsylvania Ave. 
N. W., Washington, D. C., and continue thereafter $s such 
times and places as said officer may determine. 

By the Commission. 

FRANCIS P. BRASSOR, 

(Seal) Secretary. 

Plaintiff's Exhibit “B” 

Subpoena Duces Tecum 

United States of America 
Securities and Exchange Commission 

To GEORGE ARONE, President of Krystal Chemical Co., 
Inc. 

You are hereby required to appear before Willi^n M. 
Malone of the Securities and Exchange Commission, at 
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Room 1102, 1778 Pennsylvania Avenue, N. W. in the City 
of Washington, D. C. on the 22nd day of January, 1936, at 
2:00 o’clock p m. of that day, to testify in the Matter of 
Krystal Chemical Co., Inc. 

And you are hereby required to bring with you and pro¬ 
duce at said time and place the following books, papers, and 
documents: of the Krystal Chemical Company, Inc., for 
the period of January 3, 1935 - December 31, 1935:— 
9 Stock certificate book, stock ledger or stock transfer 
book, minute book of board of directors, minute book 
of stockholders, cash book, cash receipts book, cash disburse¬ 
ments book, journal, ledger, sales book, purchase or voucher 
book, all contracts and correspondence between the cor¬ 
poration and George Arone, and the corporation and stock¬ 
holders or persons solicited to purchase stock by the corpo¬ 
ration. 

Fail not at your peril. 

IN TESTIMONY WHEREOF, the seal of the Securities 
and Exchange Commission is affixed hereto, and the under¬ 
signed, a member of said Securities and Exchange Com¬ 
mission, or an officer designated by it, has hereunto set his 
hand at Washington, D. C. this 22nd day of January, 1936. 

(Seal) , (sg) WILLIAM M. MALONE. 

Return of Service 

I hereby certify that a duplicate original of the within 
subpoena was 

in person.V 

by leaving copy at principal office or 
place of business to wit : 

At 907 - 15th St., NW., Washington, 
D. C., by serving the same in per¬ 
son, in the 4th floor of the building 
there situated. 

on the person named herein at 12 o’clock noon 22d/ of 
January, 1936 

(Month, day, and year) 

BRUCE AITCHISON 

(Name of person making service) 

Junior Attorney 
(Official title) 

, Securities <5b Exchange Commission 


DULY SERVED 
(Indicate by 
check V method 
used.) 


SECURITIES AND EXCHANGE COMMISSION. 


9 


10 Plaintiff’s Exhibit “C” 


Subpoena Duces Tecum 

United States of America 
Securities and Exchange Commission 

To The Krystal Chemical Company, Inc. 

907 15th Street N. W. Washington, D. C. 

You are hereby required to appear before Wilfiam M. 
Malone of the Securities and Exchange Commission, at 
Room 1101, 1778 Pennsylvania Avenue N. W., in the City 
of Washington, D. C. on the 22d day of January, 1936, at 
2.30 o ’clock p m. of that day, to testify in the Matter of the 
Krystal Chemical Company, Inc. 

And you are hereby required to bring with you ^nd pro¬ 
duce at said time and place the following books, papers, and 
documents: Of the Krystal Chemical Company, line., for 
the period of January 3, 1935 - December 31, 1935:1—Stock 
certificate book, stock ledger or stock transfer book,i minute 
book of board of directors, minute book of stockholders, 
cash book, cash receipts book, cash disbursements book, 
journal, ledger, sales book, purchase or voucher bbok, all 
contracts and correspondence between the corporation and 
George Arone, and the corporation and stockholders)or per¬ 
sons solicited to purchase stock by the corporation. 

Fail not at your peril. 


IN TESTIMONY WHEREOF, the seal of the Securities 
and Exchange Commission is affixed hereto, and thel under¬ 
signed, a member of said Securities and Exchange Commis¬ 
sion, or an officer designated by it, has hereunto set his hand 
at Washington, D. C., this 22d dav of Januarv, 1936. 
(Seal) 1 (sg) WILLIAM M. MAL<f)NE 

11 Return of Service j 

I hereby certify that a duplicate original of the within 
subpoena was 

in person. V 

DULY SERVED by leaving copy at principal office or 
/T r , A , place ot business, to wit: 


DULY SERVED 
(Indicated by 
check V method 
used.) 
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on the person named herein at 2.20 P. M. January 22, 1936 

(Month, day, and year) 

BRUCE AITCHISON 

(Name of person making service) 

Junior Attorney 
(Official title) 

i Securities & Exchange Commission 


Rule to Shoiu Cause 
Filed January 29, 1936 

***##*### 

Upon consideration of the application for an order to 
enforce subpoena filed herein and of the supporting affi¬ 
davit, it is byi the Court this 29th day of January, 1936, 

ORDERED that George Arone, President of the Krystal 
Chemical Company, Inc., show cause at ten o ’clock A. M. on 
the first Tuesday occurring two days after service of a copy 
of this Rule and of the application for an order to enforce 
subpoena upon him, why he should not be ordered to appear 
and produce certain documents, books and records, as 
prayed in said application. 

JESSE C ADKINS 

Justice. 

12 Marshal's Return 

Served a copv of the above Rule on George Arone 1-30-36 
PERSONALLY 

JOHN B. COLPOYS, 

U. S . Marshal in and for the 
Dist. of Columbia 

By H. C. ALLEN 

; Deputy U. S. Marshal 

B. 
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11 


Answer of George Arone , President of the Kryst&L Chemi¬ 
cal Company, Inc., to Rule to Show Cause 

Filed February 4, 1936 

******** j * 

The Answer of George Arone, President of the Krystal 
Chemical Company, Inc., to the Application of Thb Securi¬ 
ties and Exchange Commission for Order to enforce sub¬ 
poena, and the Rule to Show Cause issued thereon on the 
29th day of January, 1936, respectfully shows unto this 
Honorable Court as follows: 

1. Answering the allegations contained in the fir|st para¬ 
graph of said application of the Securities and Exchange 
Commission filed herein, your respondent says that he is 
without knowledge as to what information was furnished the 
Commission and therefore denies the said allegations and 
further says that, if such information was given, neither 
The Krystal Chemical Company, Inc., nor himself, have 
done any act or thing, or is doing any act or thing, or pro¬ 
pose to do any act or thing, in violation of law and espe¬ 
cially the violation of the provisions of the Securities Act 
of 1933, as amended. | 

2. Answering the allegations contained iif para- 
13 graph 2 of said Application, your respondent says 
that the first and only information received by The 
Krystal Chemical Company or himself as to the Order of 
The Securities and Exchange Commission dated January 
14, 1936, was that, following service upon him of cjopy of 
said Application and Rule to Show Cause, his attorney in¬ 
formed him that the original papers on file in this proceed¬ 
ing disclosed a copy of said Order marked Exhibi| “A” 
but that he has not been served or furnished with k copy 
thereof. He denies that said Order, a copy of whicli is at¬ 
tached to said Application, marked Exhibit “A.”, is drawn 
or issued by the Commission in conformance with the law in 
such cases made and provided. 

3. Answering paragraph 3 of said Application, yc^ur re¬ 
spondent says that he is without knowledge as to th^ alle¬ 
gations contained therein and therefore denies the [same. 
Further answering, your respondent says that neither 
The Krystal Chemical Company or himself was alt any 
time advised of any such hearing. | 
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4. Your respondent admits that on January 22, 1936, 
he was served by a representative or employee of The Se¬ 
curities and Exchange Commission with a copy of pur¬ 
ported subpoena duces tecum issued by said William M. 
Malone on said date of January 22, 1936, which said sub¬ 
poena duce.s tecum was in words and figures as set forther 
in copy thereof designated Exhibit “B’\ 

5. Answering paragraph 5 of said Application, your 
respondent admits that, in response to said purported sub¬ 
poenas designated Exhibits “B” and “C” attached to 
said Application, he refused to produce the books, papers, 
documents etc. more fully described in said subpoenas but 
says that he was within his legal rights and that of The 

Krys;tal Chemical Company, In ., in so refusing to 

14 do so as hereinafter more fullv set forther. Fur- 

* 

ther answering said paragraph, he denies that the 
grounds for his refusal to do so were the only ones al¬ 
leged as will be disclosed by the records of said hearing re¬ 
quired to be kept by the Commission under the provisions 
of Section 21 of said Securities Act of 1933, as amended, 
which he asks be produced. As aforesaid, his grounds for 
refusal are hereinafter specifically set forth. 

6. For answer to the allegations contained in paragraph 
6 of said Application, if they be material, your respondent 
denies the conclusions of law as alleged therein and iter¬ 
ates his leg^l rights and that of The Krystal Chemical 
Company in refusing to do so. 

7. Your respondent admits the allegations contained in 
paragraph 7 of said Application. 

8. Your respondent denies the allegations contained in 
paragraph 8 of said Application and further says that, 
even though it were held by this Honorable Court that 
said documents described in said subpoenas (Exhibits 
“A” and “B”) are relevant and material to the said “in¬ 
quiry” yet both said Krystal Chemical Company, Inc. and 
himself are within their legal rights in refusing to do so. 

9. Your respondent and The Krystal Chemical Com¬ 
pany, Inc., deny all other matters and things in said Ap¬ 
plication of The Securities and Exchange Commission con¬ 
tained and not specifically answered herein. 

10. Further answering said Application, your respon¬ 
dent and The Krystal Chemical Company, Inc., say that 
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both or either of them are not and should not required 
the books, papers and documents mentioned and described 
in said Application and Exhibits “B” ancj “C” at- 

15 tached thereto for the following reason^, among 
others,: 

First: Neither The Krystal Chemical Compand, Inc., or 
your respondent have been apprised of any hearing by the 
Commission as alleged so that the hearing might be at¬ 
tended. 

Second: As disclosed bv the Order of the Commission 
(Exhibit “A” for spch hearing, there was 21 O specific 
complaint against said Company or your respondent. 

Third: The documents mentioned and describejl in said 
subpoenas duces tecum (Exhibits “B” and “C”) com¬ 
prise all of the corporate records of The Krystal phemical 
Company and, as disclosed by the records of the hearing 
before William M. Malone on January 22, 1936, are to be 
retained bv The Securities and Exchange Corhmission 
and/or William M. Malone for whatever time as said Com¬ 
mission or Malone might see fit, and without any showing 
that all of said documents are considered material and 
relevant. 

Fourth: That said subpoenas (Exhibits “B” an|d “C”) 
are only “fishing expeditions” into the affairs of The 
Krystal Chemical Company, Inc. and/or your respondent. 

Fifth: That each and every document so subpoenaed 
(Exhibits “B” and “C”) do not appear, except under 
general allegations, to be relevant to the inquiry into the 
affairs of said Company and your respondent. 

Sixth: That said Act of 1933, as amended pertaining to 
the powers of the Securities and Exchange Commission, is 
unconstitutional. 

Seventh: That Section 22 of the Securities Act ^)f 1933, 
as amended, has not been complied with by said Commis¬ 
sion. 1 

Eighth: That said Krystal Chemical Company, 

16 Inc. and your respondent has-heretofore furnished 
said Commission with all information requested by 

it, as appears from the record of said proceedings with the 
exception of turning over possession of all the records of 
said Company and your respondent. 
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Ninth: That Section 17 of said Securities Act of 1933, 

as amended, is unconstitutional, insofar as it pertains to 

Corporations and/or persons engaged in business in the 

District of Columbia solelv. 

* 

Tenth: That said Company and/or your respondent 
were not given sufficient time in which to produce the doc¬ 
uments etc. described in said subpoenas (Exhibits “B” 
and “C”) following service thereof upon your respondent. 

Eleventh: | And for such other and further reasons ap¬ 
parent upon the face of the record before the Securities 
and Exchange Commission, the said Application of the 
Commission filed herein, and the Exhibits attached to said 
Application. 

WHEREFORE, the premises considered, your respon¬ 
dent prays:— 

That said Application of The Securities and Exchange 
Commission for Order to enforce subpoena be dismissed 
and that the Rule to Show Cause issued thereon on the 
29th day of January, 1936, be discharged with costs. 

, GEORGE ARONE 

Pres. Krystal Chemical Co Inc 

, GEORGE ARONE 

JAMES T. CROUCH 

Attorney for Respondent. 

17 District of Columbia, ss: 

Personally appeared before me George Arone who 
being first duly sworn on oath says: That he has read the 
foregoing and annexed Answer to Application for Order 
to enforce subpoena filed by The Securities and Exchange 
Commission and the Rule to Show Cause issued thereon on 
the 29th day of January, 1936, by him subscribed, and that 
he knows the contents thereof. That the matters and things 
therein stated as being upon information and belief he be¬ 
lieves to be true and those stated as upon personal knowl¬ 
edge are true. 

! GEORGE ARONE. 

Subscribed and sworn to before me this 4th day of Feb- 
ruarv, 1936. 

i FLORA HOCH 

(Notarial Seal) Notary Public, D. C. 
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Transcript of Testimony of George Aroi^e 
Filed February 19, 1936. 

United States of America 
Securities and Exchange Commission 

I, Francie P. Brassor, Secretary of the Securities and 
Exchange Commission, Washington, D. C., which Commis¬ 
sion was created by the Securities Exchange Act of 1934 
(15 U. S. C. A., Sec. 78a et seq), and official custodian of 
the books and records of said Commission, and ‘^11 books 
and records created or established by the Federal Trade 
Commission, pursuant to the provisions of the Securities 
Act of 1933 and transferred to this ComnJission in 
18 accordance with Section 210 of the Securities Ex¬ 
change Act of 1934, do hereby certify that attached 
is a full, true and complete copy of: j 

Pages 170 to 206, inclusive, of the transcript of testimony 
in the matter of Krystal Chemical Company, Incorporated, 
before William M. Malone, Trial Examiner, Securities and 
Exchange Commission, Washington, D. C. on January 22, 
1936, being the testimony of George Arone, witness for the 
Securities and Exchange Commission. 

IN WITNESS WHEREOF I have hereunto subscribed 
mv name and caused the seal of the Securities and Ex- 
change Commission to be affixed this 12tli day of| Febru¬ 
ary, A. D., 1936, at Washington, D. C. | 

FRANCIS P BRASSOR 

(Seal) Secretary 

I 

(The afternoon session convened at two-fifteen o’clock 
p. m.) 

The Examiner: The hearing will please come to Order. 

Mr. Aitchison: I would like to call Mr. George Arone. 
Whereupon George Arone was produced as a witness for 
and in behalf of the Securities and Exchange Comihission, 
and having been duly sworn by the Trial Examiner, was 
examined and testified as follow's : 

The Examiner: Mr. Arone, you are not required to tes¬ 
tify to any question or to testify at all to any matters 
vdiich might incriminate you, in any w*av, and I assume 


16 


KRYSTAL CHEMICAL CO. AND GEORGE ARONE VS. 


that vour counsel has advised vou of vour constitutional 

w ft 

rights in that regard. Do you desire to testify? 

The 'Witness: I do not believe, Mr. Malone, under that 
subpoena, that I have to testify. 

19 Mr. Aitchison: On behalf of the Securities and 
Exchange Commission, I should like to question this 

witness concerning the serving of the subpoena and his 
response to that part of the subpoena requiring him to 
produce books and records of a corporation, which books 
and records I believe are in his custody. That is pit in 
anv wav— 

•/ V 

Mr. Crouch: It speaks for itself. 

Mr. Aitchison: That is not in any way requiring him to 
bear witness against himself, and to that extent he has no 
constitutional rights, or no constitutional immunity, and 
on behalf of the Commission, I request that the Examiner 
direct the witness to answer such questions. The require¬ 
ments of the subpoena are merely for the production of 
books and records in his possession, and they require no 
testimony other than either the presentation of them, or 
the explanation of a refusal to present them. 

"While thev jmav be evidence against this witness, his 
words in refusing to present them or in presenting them 
can have no weight as to his constitutional immunities. 

The Examiner: Do vou have anvthing to sav, Mr. 
Crouch? 

Mr. Crouch: Not at all. 

The Examiner: Do you want Mr. Arone to testify? 

Mr. Crouch 2 He admits he was served with a subpoena. 
He came here in response to a subpoena. But he says that 
under the subpoena duces tecum served on him, a copy of 
which he has, does not require him to say anything, or pro¬ 
duce any records or books called for in the subpoena. He 
also said that he does not care to testify. 

Mr. Aitchison: Mr. Examiner, I suggest that the witness 
be placed on the stand, and he is already sworn, and 

20 that at the proper time in case a question is placed 
to this witness which may in some way reflect upon 

his character, his reputation, or involve a loss of his con¬ 
stitutional immunity against bearing witness against him¬ 
self, he then avail himself of the privilege of asserting con- 
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stitutional immunity. Until that time he has no constitu¬ 
tional immunity, to refuse to answer a subpoena,. There 
is a long line of cases indicating that a subpoefia duces 
tecum does not require one to bear witness againsi himself, 
when responding to it. There is no claim to thi^ witness 
that the books and records are privileged, or that I this wit¬ 
ness should not be required to produce them. Th^ witness 
merely claims at this time, as I understand it, that he is not 
required to bear witness against himself. 

Mr. Crouch: The witness bespeaks two contentions. He 
says, in response to the first question asked by the exam¬ 
iner, that he did not care to testify. Second, he says that 
under the subpoena duces tecum served on him, that he 
has nothing to produce. 

Mr. Aitchison: In this case, Mr. Examiner, on behalf of 
the Commission, I would like to ask the witness whether 
or not he has books and papers in his possession, as de¬ 
scribed by the subpoena. 

Mr. Crouch: He refuses to answer anything. 

Mr. Aitchison: I want the record to say that. 

The Witness: I refuse to answer. 

The Examiner: We will have a five minute reces 

(Recess.) 

The Examiner: Mr. Crouch, will you please accept ser¬ 
vice of this subpoena at this time, this subpoena directed 
to the Corporation and not to him as an officer! 

21 Mr. Crouch: That is right. 

No. I thought it was a subpoena to him. No, he 
won’t accept service to the corporation—no. You c^n serve 
him if you want to, but I contend it is not valid. I thought 
it was a subpoena to him. I thought that you werk going 
to change something else there, that I had in mind. 

He will take the paper, itself, of course. He will accept 
it in the way that if you care to leave it with him, but he 
says it is not a proper subpoena to require him to testify. 

The Examiner: He will accept the papers? He does not 
have to accept it in the building here. 

Mr. Crouch: We will waive that. 

Mr. Aitchison: Will you take this paper? 

Mr. Crouch: Just take it, that is all. 
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(The subpoena was given to the Witness, who accepted 
then the paper.) 

Mr. Crouch: The reason I object to this is that he is not 
the Krystal Chemical Company, but this paper is left with 
George Arone, although it is not addressed to him. That 
is the reason it is not valid. 

Mr. Aitchison: Mr. Examiner, at this time the Commis¬ 
sion begs leave to proceed, with questions of this witness. 

The Examiner: You may proceed. 

Mr. Crouch: Is it considered, though, that the first ques¬ 
tion asked about immunity rights applies also to this sub¬ 
poena? Will the question be asked again, or are we act¬ 
ing now on the first subpoena or the second one, or both 
of them? 

Mr. Aitchison: Both of them. 

The Examiner: I understand that this calls for the pro¬ 
duction of books and records at this time. 

22 Mr. Crouch: Under this subpoena, Mr. Examiner, 
is the question to be asked under both subpoenaes, or 
the first one, or the second one? 

The Examiner: We will consider the first subpoena first, 
and the second subpoena second, and the question will be 
asked. 

Mr. Crouch: Are these questions pertaining only to the 
first subpoena? 

The Examiner: That is right. 

Direct examination. 

Q. State your name, please. A. George Arone. 

Q. State your address. A. 907 Fifteenth Street. 

Q. State your occupation. A. President of the Krystal 
Chemical Company. 

Q. How long have you been engaged in such occupa¬ 
tion. A. Well,— 

Mr. Crouch: How long has it been in existence? 

The Witness: Since January, of 1934. 

By Mr. Aitchison: 

Q. Since January of 1934? A. 1935. 

Q. You mean 1935? A. Yes. 

The Examiner: Now, you understand, of course, that his 
privilege in this would be no greater than they would be 
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than those privileges afforded him by the Constitution. 
Mr. Crouch: Whatever questions are asked. He has an¬ 
swered them so far, but I don’t know whlat he is 
23 going to be asked. j 

Bv Mr. Aitchison: I 

^ I 

O. What are your duties as President of the iKrvstal 
Chemical Company! | 

Mr. Crouch: The by-laws. I 

The Witness: The by-laws define my position. j 


By Mr. Aitchison: ! 

Q. Are you familiar with the by-laws of the Krystal 
Chemical Company! A. Yes, sir. | 

Q. What do they state to be your position anti your 
duties! I 

Mr. Crouch: I could not possibly remember the by-laws. 

Mr. Aitchison: The court reporter will note theicoach¬ 
ing. . i 

The Witness: I couldn’t try to remember all of them. 

* 

Bv Mr. Aitchison: I 

Q. Answer whether or not the by-laws of your coinpany 
require you to have the care, control and custody pf the 
books of the Krystal Chemical Company. | 

The Witness: I don’t know. | 


By Mr. Aitchison: 

Q. Do you have such care, control and custody! 

Mr. Crouch: What is the question! 

Bv Mr. Aitchison: 

* 

Q. Do you have such care, control and custody! 

Mr. Crouch: Not solely. 

The Witness: Not solely. 

Bv Mr. Aitchison: 

24 Q. I understand then, that you and someone 

else have the care, control and custody of these rec¬ 
ords! 

Mr. Crouch: The answer is “Yes.” 

The Witness: Yes. i 
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Bv Mr. Aitchison: 

Q. Who else has care, control and custody? 

Mr. Crouch: The Board of Directors. 

The Witness: Yes, the Board of Directors. 

Bv Mr. Aitchison: 

* 

Q. Who are the members of the Board of Directors? 

Mr. Crouch: You can answer that. 

The Witness: Myself, Mr. Clark, and Dr. Carrol Brooks. 

Bv Mr. Aitchison: 

* 

Q. Mr. Clark, what is his full name? A. Arthur J. Clark. 

Q. Is he the same Arthur J. Clark who works in the 
Agricultural Adjustment Administration? A. I think so. 

Q. State whether or not you were served with a sub¬ 
poena directed to you, as President of the Krystal Chem¬ 
ical Company, Inc., directing you to produce certain books 
and records of the Krystal Chemical Company, Incorpo¬ 
rated, on the 22nd day of January, 1936, at two o’clock, 
p. m., in room 1101, 1776 Pennsylvania Avenue, North 
West? 

Mr. Crouch; He was. 

The Witness: Yes. 

Bv Mr. Aitchison: 

25 Q. You were served? A. I was. 

Q. Have you those books with you ? 

Mr. Crouch: I do not. 

The Witness: I do not. 

Bv Mr. Aitchison: 

Q. Where are those books? 

The Witness: I refuse to answer that question. 

Mr. Aitchifeon: I respectfully request the Examiner to 
require this witness to answer that question. It doesn’t re¬ 
quire him to testify against himself in any way. We want 
to know where something is that he has no personal inter¬ 
est in, or is located. 

Mr. Crouch: Just refuse to answer. 

The Witness: I refuse to answer. 
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By Mr. Aitchison: 

Q. Do you refuse to answer that question? 

A. Yes. | 

The Examiner: Let the records so show. 

Mr. Aitchison: And note the competency of th^ witness. 

By Mr. Aitchison: I 

Q. Have you with you the stock certificate bocik of the 
Krystal Chemical Company? A. No, sir. j 

Q. Have you with you the stock ledger book? Aj. No, sir. 
Q. The stock transfer book? A. No, sir. 

Q. The minute book of the Board of Directors? A. No, 
sir. 

Q. The minute book of stockholders? A. No, sir. 
26 Q. The cash book? A. No, sir. 

Q. The cash receipts book? A. No, sir. 

Q. The cash disbursements book? A. No, sir. 

Q. The ledger? A. No, sir. j 

Q. The sales book? A. No, sir. 

Q. The purchase or voucher book? A. No, sir. 

Q. Do you have with you any contracts and correspon¬ 
dence between the Corporation and yourself, George Arone? 


A. No, sir. 

Q. Between the Corporation and stockholders or persons 
solicited to purchase stock in the corporation? A.|No, sir. 

Q. Are such books in existence? 

Mr. Crouch: Do you mean all of those records in exist¬ 
ence? Not all of them, no. 

The Witness: Not all of them. j 

Mr. Aitchison: What books are in existence? 

Mr. Crouch: You would have to take them item by item 
on there. 

By Mr. Aitchison: 

Q. Mr. Arone, have you ever sold stock in this com¬ 
pany? 

The Examiner: Wait a minute. 

Mr. Aitchison: I will withdraw that question, at 
27 this time. ! 



22 


KRYSTAL CHEMICAL CO. AND GEORGE ARONE VS. 


Bv Mr. Atchison: 

m/ 

Q. Have you been served with a subpoena directed to 
the Krystal Chemical Company, Incorporated? A. Yes, 
sir. 

Q. 907 Fifteenth Street, North West, Washington, D. C., 
requiring the Krystal Chemical Company, Incorporated, 
to appear before William M. Malone, in room 1101, 1778 
Pennsylvania Avenue, North West, on the 22nd day of Jan¬ 
uary, 1936, at two-thirty, p. m. ? A. I have. 

Mr. Crouch: I might just for the purpose of the rec¬ 
ord, I would raise an objection, that Mr. Arone is not the 
Krystal Chemical Company, and that the Corporation can¬ 
not appear. 

The Examiner: Counsel, Mr. Arone has testified that he 
was President of the Krystal Chemical Company. 

Mr. Crouch: But he is not the Krvstal Chemical Com- 
panv, he is the President, I will submit. 

Bv Mr. Atchison: 

Q. Where was this company organized? A. Delaware. 

Q. How much stock do you now own in it ? A. Originally, 
I owned $10,200 worth. 

Q. How much do you now own? A. I believe that it is 
$4,200, or thereabouts. 

Q. In answer to the subpoena directed to the Krystal 
Chemical Company, Incorporated, served on you, do you 
have with you as President of this corporation, those books 
and records required by that subpoena, to be brought 
28 to this Commission? A. No. 

Q. Do you refuse to bring those records? 

Mr. Crouch: You are not the Krystal Chemical Com¬ 
pany. 

Mr. Aitchison: Answer ves or no. 

Mr. Crouch: I refuse to answer. 

The Witness: Under that subpoena I refused it. 

Bv Mr. Aitchison 

Q. The answer is “no,” or “yes,” you refuse to bring 
the books. A. Under that subpoena. 

Q. I wish the record to note that. What have you done 
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with those shares of stock you have disposed ofl since you 
became a stockholder in the Krystal Chemical Company. 

Mr. Crouch: You wrote a letter to Mr. Malone. 

The Witness: I wrote a letter to the Securities Commis¬ 
sion, attention of Mr. Malone, answering that quejstion. 

Mr. Aitchison: Answer my question, what have| you done 
with the stock? 

Mr. Crouch: You don’t recall, unless you had the letter 
before you. 

The Witness: I don’t recall, without the letter. 

Bv Mr. Aitchison: 

Q. How have you disposed of it ? A. The letter will state 
how. 

Q. How have you disposed of it in your own recollection. 

Just a minute, court reporter, I ask you to note the an¬ 
swers of the counsel, prompting the witness. Aind place 
them in the record. How have you disposed of this 
29 stock? 

Mr. Crouch: He has stated that he abides by the 
letter which he furnished the Commission as to! how he 
did it. 

Mr. Aitchison: Let him state now. j 

Mr. Crouch: State it from your best recollectionj. 

The Examiner: State it to the best of vour recollection, 
what happened to that stock? 

Mr. Crouch: You can answer that. 

The Examiner: Of course, if the witness doesn’t remem¬ 
ber. 

Mr. Crouch: He can go ahead to the best of his recollec¬ 
tion, but I don’t want him to be pinned down to the amount 
he sold to the different parties. Give him the amounts to 
the best of your recollection. 

The Witness: I can’t answer that, Mr. Crouch, off-hand. 

The Examiner: Well, so state. 

. 

Bv Mr. Aitchison: 

•s 

Q. To the best of your recollection, give the disposition 
and method of disposition. A. To the best of my Recollec¬ 
tion, according to the letter, I have disposed of sjome of 
my own stock, in the amount of five hundred and sotne odd 
shares. 
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Q. To whom did you dispose of it ? 

Mr. Crouch: You can mention the names. 

The Witness: Various stockholders. 

Mr. Crouch: Give the names. 

The Witness: Mr. Malone knows the names. He required 
me to— 

Bv Mr. Aitchison: 

Q. What is your recollection of the names? We 

30 are not interested in the letters vou have written, we 
want— 

The Witness: You had the stockholders down here. 

Mr. Crouch: Go ahead, and give him the names. 

The Examiner: Answer the question directly, please, Mr. 
Arone, either “Yes” or “no,” or the answer that is called 
for by the question. 

Bv Mr. Aitchison: 

Q. Is Miss Marshall a stockholder? A. Yes. 

Q. How much stock did you sell her? A. I think it was 
five shares. 

Q. Is Dr. Carrol Brooks a stockholder ? A. Yes, sir. 

Q. How much stock did you sell him? 

Mr. Crouch j To the best of your recollection. 

The Witness: I think it is fifty-three shares. 

Bv Mr. Aitchison: 

* 

Q. Is Miss Charlotte K. May a stockholder? A. Yes, sir. 
Q. How much stock did you sell her ? A. I couldn’t tell 
you. I gave her some, and I sold her some. 

Q. You gave her stock? A. Yes. 

Q. For no consideration ? A. For a consideration. 

Q. What was that consideration. A. That is a personal 
transaction. 

Q. What was that consideration? A. For an accommo¬ 
dation on a note that she gave me. 

31 Q. That was five shares? A. Yes. 

Q. Is Dr. Penn a stockholder? A. Yes, sir. 

Mr. Crouch: He admits that list is correct, that you have. 

Bv Mr. Aitchison: 

Q. This stock that you sold, how was it paid for, in cash, 
by check, or by notes? 
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Mr. Crouch: Different matters, answer the question. 

The Witness: By notes, mostly. 

By Mr. Aitchison: j 

Q. What did you do with those notes? A. discounted 
them. 

Q. What did you do with the proceeds of that ? A. Put it 
into the Company, and donated it to the Company. 

Q. When did you donate it? A. When? 

Q. Yes. A. As it was sold. 

Q. Did the Board of Directors accept it? A. They did, 
at a meeting after I spoke to Mr. Tyler, and toldj him that 
I had been wanting to do that for a long time, and verified 
that by the public accountant. 

Q. Did the Treasurer accept it ? A. Yes, sir. 

Q. Who is the Treasurer ? A. Mr. Clark. 

Q. Did the Secretary note the acceptance of that money? 

Mr. Crouch: If you know. 

32 The Witness: I don’t know. 

By Mr. Aitchison: 

Q. Who was the Secretary? A. Mr. Clark. 

Q. What are the duties of Mr. Clark as Secretary and 
Treasurer? To accept money? 

Mr. Crouch: As to the by-laws. 

Mr. Aitchison : We will get around the bv-laws stuff. You 
just testified that Mr. Clark as Treasurer accepted money, 
it is his duty, is it not, to accept money as Treasurer? You 
know that, don’t you? 

The Witness: No, I don’t know that. 

By Mr. Aitchison: 

! I 

Q. Why did you state he accepted it? A. I called a meet¬ 
ing of the Board of Directors. j 

Q. Did you give it to him? A. I didn’t give it tq him. I 
gave it to the Company. 

Q. How did he get it? A. He didn’t get it. 

Q. You just testified he did. A. I did not. 

The Examiner: Who has the custody of the money of the 
corporation? 

Mr. Aitchison: You know who has the custody of the 
money of the corporation. 
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Mr. Crouch: I don't quite understand the question my¬ 
self here. The custody of the money of the corporation? 

Mr. Aitchison: The counsel has opportunity to object in 
proper form to the questions put. 

33 Mr. Crouch: I object to the form of the question. 

The Examiner: 1 believe, gentlemen, that we will 

have the stenographer read the question, please. 

(The pending question was read by the Stenographer, as 
above recorded.) 

The Examiner: Now, the question is, who has the cus¬ 
tody of the funds of the corporation. Whose duty is it to 
take care of the money that is in the Treasury of the Cor¬ 
poration? 

Mr. Crouch: "Who does look after the corporation’s 
money, in other words, do you have a bank account ? 

The Witness: No. 

Mr. Aitchison: Who looks after the funds of the corpora¬ 
tion? Let me rephrase the question. 

Bv Mr. Aitchison: 

Q. Do you look after the funds of the corporation. I ob¬ 
ject to the counsel coaching the witness. 

The Examiner: Mr. Arone, can you answer that question? 

Mr. Aitchison: Who has—or do vou have the custodv of 
the funds of the corporation ? 

The Witness: The funds of the corporation were my own 
funds that were put in. 

Bv Mr. Aitchison: 

Q. Who has the custody of the funds of the corporation 
as a corporation? A. The treasurer would have the cus¬ 
tody of the funds as a corporation. 

Q. Does he have the custody of the funds? A. The money 
that was put in was my money. 

Q. Does the Treasurer have the custody of the 

34 funds of the corporation—answer, yes or no? 

Mr. Crouch: I think that he answered that ques¬ 
tion, saying that the company had no money, and if the 
company had any money, the Treasurer would have it. 

Mr. Aitchison: Then answer yes, or no, to that. Does the 
Treasurer have custody of it? 

Mr. Crouch: He says there are no funds. 
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Mr. Aitchison: Does the Treasurer have custodv of any 
funds? 

The Examiner: I don’t think it is necessary to ask that 

* 

question a dozen times? Mr. Arone, the question has been 
asked \ T ou, does the Treasurer have custody of the funds 
of the corporation, will you please answer that \les or no. 

The Witness: I have answered that bv saving that the 
funds of the corporation were my funds, and therefore I 
had custody of them. 

V 

X 

By Mr. Aitchison: 

Q. Do you mean that the corporation does not nave any 
funds of its own? A. No. 

Q. Who has the custody of those funds that the corpora¬ 
tion has of its own? 

The Witness: Well,— 

Mr. Crouch: I don’t understand the question. He an¬ 
swered the question by stating that there were no I funds. 

Mr. Aitchison: Do you mean that the corporation has no 
funds ? 

The Witness: No funds and no debts. 

Bv Mr. Aitchison: 

Q. Mr. Arone, you just got through testifying that 
35 you gave the corporation some money. Who had 
custody of that money that you gave to the corpo¬ 
ration? A. I did, it was my money. 

Q. Was it your money or was it the corporation’s money? 
A. It was my money that I put into the corporation. 

Q. Then you never gave it to the corporation? A. Yes. 

Q. But when you gave it to them, was it still your money? 
A. No. 

Q. It was their money. A. Their money. 

Q. Who had custody of it? A. It was disbursed. 

The Examiner: Who had custody of it from the time that 
you donated it to the corporation, until it was subsequently 
disbursed by the corporation? 

Mr. Aitchison: Who had that custodv of the funds? 

Mr. Crouch: I think that he has answered that by saying 
that the money came in, and he paid it out for the corpora¬ 
tion. 
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Mr. Aitchison: Someone must have been the repository 
for the monev from the time that it came in, and the time 
it was paid out. 

Mr. Crouch : Did you have the money in your possession 
at the time it was turned over to the corporation? 

The Witness: Yes. 

Bv Mr. Aitchison: 

Q. After it iwas turned over to the corporation, who had 

custodv of it ? A. It was disbursed. 

* 

Q. That isn’t an answer to my question. My ques- 

36 tion is, after you turned the monev over to the cor- 
poration, Did Mr. Clark have custody of it before it 

was disbursed? A. Before it was disbursed, no. I dis¬ 
bursed it. 

Q. You had custody of it, then? A. Yes. 

Q. You have custody of the funds of the corporation, 
then? A. It has no funds right now. 

Q. You have custody of the funds? A. I have answered 
that question now, and there is no use of asking it a dozen 
times. 

Q. I am asking these questions. You say that the com¬ 
pany has no debts? A. No, sir. 

Q. Has it ever had any debts ? A. No, sir. 

Q. Has it ever had any funds? A. Yes, sir. 

Q. Who had custody of those ? A. I have answered that 
question, too. By saying that I sold my own stock when it 
was necessary, and putting that money into the company. 
Q. Did the company ever sell any soap ? A. Yes, sir. 

Q. Did they receive money from the sale of that soap? 
A. Yes, sir. 

Q. Who had the custody of that money? A. I guess I did. 
Q. Then the Treasurer of the Company never 

37 had custody of it—answer yes or no. A. No. 

Q. Did the company ever make any money ? A. 

Yes. 

Q. How much. A. You have got it on your books. 

Q. Answer to the best of your recollection. A. To the 
best of my recollection, I haven’t any recollection. 

Q. Very well. A. You have got it there. 

Q. Don’t argue; just answer the question. 
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The Examiner: Answer the questions to the best of your 
ability. 

The Witness: I don’t know. 

The Examiner: If you don’t know, you can’t answer it. 

Mr. Aitchison: Just sav, “I don’t know.” 

By Mr. Aitchison: I 

Q. Has the company always made money ? A. It didn’t 
at the start. It had to— 

Q. Just answer yes or no. A. That isn’t fair. 

Mr. Crouch: Say 4 ‘No.” 

The Witness: No. 

By Mr. Aitchison: 

Q. Has the company made money for the past year? 
A. The company has only been in existence for a year. 

Q. You testified that it was incorporated in January, of 
1935, and this is January 1936, isn’t it? This is nW Jan- 
uary 22nd, 1936, and that is a year and 19 da\ts. Has 
38 the company made money in the last year? A. Yes. 

Q. How much? A. I don’t know. 

Q. Has it made as much as two thousand dollars? A. I 
don’t think so. 

Q. Has it made as much as one thousand dollars? A. I 
don’t know that. 

Q. How much has it made? A. I don’t know. 

Q. Have you ever received a salary from this company? 
A. No, sir; I have not. j 

Q. Has the company ever agreed to pay you a Salary ? 
A. When it was in a position to, yes, sir. 

Q. How much was that salary to be? A. Seventy-five 
dollars a week. 

Q. Was that the money that you donated to the com¬ 
pany? A. I struck off that year’s salary, yes, sir, and that 
is I donated to the company all of the money that I re¬ 
ceived from the sale of my own personal stock, less t|ie dis¬ 
count. 

Q. Did you ever take any funds from the compan 
No, sir. 

Q. Did you ever take any to make a trip to New York? 
A. No, sir. That isn’t the funds of the company; that is the 
expenses of the company. 
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Q. What is your distinction between expenses of the 
company and the funds of the company? A. Well, legiti¬ 
mate expenses are permissible. 

Q. Do they come from the funds or do they come 

39 from what source. A. Well, they actually came from 
the sale of my stock. 

Q. Then weren’t the expenses of the company, or they 
weren’t the expenses of the company, but your own ex¬ 
penses. A. Yes, sir. 

The Examiner: Were you on company business at that 
time? A. Yes, sir. 

By Mr. Aitchison: 

* 

Q. What business were you on? A. I didn’t get that. 

Q. What business were you on? A. I was trying to sell 

merchandise and get demonstrations. 

Q. It is a fact, is it not, that you took a trip to New York, 

and to otheripoints on money borrowed from Mr. Clark? 

A. Monev borrowed from Mr. Clark? 

* 

Mr. Crouch: You have answered that question. Didn’t 
you take this; trip for the company from money borrowed 
from Mr. Clark, that is the question. 

The Witness: Before the company was incorporated. 
Mr. Crouch: I assumed that lie meant after the company 
was organized or incorporated. 

Mr. Aitchison: I did mean after the company was incor¬ 
porated. 

The Witness: No, sir. 

Bv Mr. Aitchison: 

Q. Did you take such a trip on funds of the corporation? 
A. I took it on my own funds. 

Q. Did you ever spend any money obtained from the rev¬ 
enue or from the sale of your own stock, in personal 

40 expenses. A. No, sir. From the sale of my own 
stock, no, sir. 

Mr. Malone: We will have a five-minute recess. 
(Recess.) 

The Examiner: You may proceed, Mr. Arone. 
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By Mr. Aitchison: 

Q. Mr. Aroiie, were you ever a manufacturing chemist? 
A. Well, I do some chemistry, but I am not a chemist. 

Q. You are not a chemist? A. No. 

Mr. Crouch: I don’t think he answered that question. 

Bv Mr. Aitchison: 

Q. You are not a chemist? A. No. 

Q. Did you invent this formula? A. Yes. 

Q. When did you invent it? A. About two \4ars ago. 

Q. It was never used prior to two years ago? A. No. 

Q. A dividend, I believe, you testified a dividend was 
paid on this stock? A. I didn’t testify to that. 

Q. Well, as a matter of fact, was a dividend paid on this 
stock? A. Yes. 

Q. When was this dividend paid? A. Sometimelin Octo¬ 
ber. 

Q. About what percentage. A. About five per cent. 
41 Q. How was it paid? A. In cash. 

Q. By you? A. Yes, sir. 

Q. Was this money paid from money that the corpora¬ 
tion had earned? A. Yes, sir. | 

Q. It was paid from money that the corporation had 
earned? A. Yes, sir. 

Q. I believe that you testified that the corporation never 
had any money, that it didn’t pay out immediately, is that 
correct? A. Well, I said something like that, bui it had 
some money at times, that I had in custody, and |used as 
needed. | 

Q. You testified that you never had any money) of the 
company in custody. I 

Mr. Crouch: I don’t think he did. 

Bv Mr. Aitchison: 

Q. Didn’t you testify that the company never had any r 
money that you never had any of its money in dustody. 
Didn’t y’ou testify 7 that as soon as it came in, it was dis¬ 
bursed, didn’t you? A. Practically, yes. 

Q. All right, then, where did the money come from that 
the dividend was paid with? A. From the sale of mer¬ 
chandise. 
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Q. From the sale of merchandise? A. learned money. 
Q. And it wasn’t profits, but rather the sale of 

42 merchandise. A. Earned money. 

Q. I beg* pardon? A. Earned money. 

Q. You mean that you took the proceeds from the sale 
of merchandise, and immediately paid dividends with those 
proceeds? A. Yes, because I had no other use for the 
monev. 

Q. In other words, the merchandise cost you nothing? 
A. I didn’t say the merchandise cost me nothing. 

Q. Well, what did it cost you ? A. It cost me the regular 
price. 

Q. Well, did you deduct the regular price from the reve¬ 
nue of the sale of this before vou distributed it as divi- 

« 

dends? A. Yes, sir. 

Q. Isn’t it a matter of fact that you paid, that the cor¬ 
poration paid the dividends out of the money that was ob¬ 
tained from the stockholders? A. Absolutelv not. 

Q. The company was making money all of the time? A. 
It is making a little each month. 

Q. Why didn’t you pay dividends from other income— 
what happened to that money? A. It was used again for 
the business. 

Q. It was used to pay bills? A. Yes, rent, and so forth. 
Q. Bills, such as rent and telephone? A. Yes, sir. 

Q. Stationery and so forth, and current expenses? A. 
Current expenses. 

Q. Well, if the company was making money, that means 
to you that the income was greater than the out-go, 

43 is that right? A. At times. 

Q. Well, as a whole, the income was greater than 
the out-go, in order for it to be making monev? A. Yes. 

Q. If so, the company must have had some funds all of the 
time, is that correct? A. On and off, yes. 

Q. Well, I want you to be very certain about this, and 
to adopt a policy and stick to it. Was the company making 
monev all of the time? A. It has been making a little monev 
right along. 

Q. What happened to that money that it made? A. It 
has been used for expenses, and for merchandise. 

Q. Then it wasn’t making money, it was taking money 
that it obtained, and spending it for merchandise and sta- 
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expenses? 


tionery, and current expenses. A. It met its | expenses, 
didn’t, it? 

Q. What is what I mean. You used the monejy to meet 
expenses. A. Yes. 

Q. And the money from stockholders to meet 
A. Yes. I 

Q. And it never did make any money? A. I thipk it made 
monev. 

Q. You think it did, vou are not sure of it. A. I think 
it. did. 

0. You think it did. What happened to that money which 
you think it made? A. It was used to pay bills. 

44 Q. Was that used to pay bills? A. It was used 
to pay current expenses. We pay everything in cash, 
and we don’t owe a dime. 

Q. Then you took the money that you got from fhe stock¬ 
holders, and vou took the monev that vou got front the sale 
of the products, and you spent all of that money to pay cur¬ 
rent expenses, and to pay a dividend to the stockholders, is 
that right? A. That is right. 

Q. How much was that dividend to the stockholders? A. 
Five per cent. 

Q. About one hundred and fifty dollars? A. About that. 

Q. And yet you testified that today the company has 
nothing. 

Mr. Crouch: He didn’t say that the company had noth¬ 


ing. 


i 


Bv Mr. Aitchison: 


o funds? 


Q. You testified that the company had funds, or n|< 

A. When I say no funds, I mean no large funds. 

Q. What assets does it have? A. It has got the [formula. 

Q. What is that worth? A. That is worth all that you 
can get for it. 

Q. Did you pay anything for it? A. I didn’t pay any¬ 
thing for it. 

Q. What else does it have besides the formula? A. It 
has got the furniture. 

Q. How much is that worth? A. Whatever we have got 
in the office. I believe that that question is all answered 
in the statement I made. 
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45 Q. What do you have besides the furniture. A. 
That is all. 

Q. To the best of your recollection now, what other as¬ 
sets does it have besides the furniture and the formula? 
A. I don’t know. 

Q. What did the company pay for the formula? A. It 
didn’t pay anything. It paid me in stock. 

Q. It paid you in stock, and it was out nothing in cash for 
the formula, and yet it received money from the stockhold¬ 
ers, and money from the sale of its equipment, and yet has 
nothing today. Is that correct—aside from the furniture, 
and the formula, is that correct ? A. I believe it has got a 
little cash. 

Q. How much? A. I don’t know. 

Q. How much? A. I don’t know. 

Q. As much as one hundred dollars? A. Possibly. 

Q. Where is that money? A. I have it, I guess, if it has 
got it. 

Q. Where do you have it? A. Where do I have it? 

Q. Where do you have it? Is it in the bank? A. No. 

Q. Is it in your pocket ? A. No. 

Q. Where is it. A. I don’t know where it is. 

The Examiner: Is it in your possession? 

46 The Witness: It is probably where I can reach it, 
Mr. Malone. 

The Examiner: Does the Corporation have any bank ac¬ 
count? 

The Witness: No, sir. 

By Mr. Aitchison: 

Q. Has it ever had a bank account? A. No, sir. 

Q. When did the company start to make money—in May, 
June, or July? Make a rough estimate. A. In Septem¬ 
ber. 

Q. It wasn’t making money in June? A. It was making 
a little money, but we had the biggest sales in August, and 
September. 

Q. Was it making money in May ? A. Yes, sir. 

Q. Was it making money in July? A. To the best of 
my knowledge. 

Q. Was it making money in December? A. Last De¬ 
cember? 
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Q. Yes. A. Not very much. 

Q. Was it making anything? A. Very, very little. 

Q. Was it making any—yes or no? 

Mr. Crouch: He said verv verv little. 

By Mr. Aitchison: 

Q. Did you make any? A. I will say, “no,” if I 

47 must say yes or no. You can’t get any orders for 
this kind of merchandise in November. 

Q. Did the company make any in November ? A.j I don’t 
know. 

Q. Did it make any in October? A. Yes. 

Mr. Crouch: For the purpose of the record, I would like 
to ask some questions. 

Mr. Aitchison: Counsel for the witness has no right in 

this hearing to ask any questions. 

Mr. Crouch: May Mr. Arone make a statement a^ to his 

cooperation with the Securities and Exchange Clommis- 

sion? I 

Mr. Aitchison: I believe that is all right. ! 

Mr. Crouch: And his response to the subpoena., 

Mr. Aitchison: How long will it be ? 

Mr. Crouch: That he has tendered all of the boop, and 

I could take a few minutes, and your records show it any- 

wav. I want to show it in the records. 

* 

Mr. Aitchison: If the records show’ it,— 

Mr. Crouch: This is a proceeding, that is all. You have 
asked questions throughout, but you have all of the infor¬ 
mation on that there. 

The Examiner: The witness has refused to produce the 
books and records of the corporation, as called for in the 
subpoena, which has been served on him. 

Mr. Crouch: Mr. Examiner, that is the reason that I 
think he should make a statement, to show v T hy he has done 
it. * 

He can make a statement to show’ w’hy he has not. (Would 
I be permitted to ask questions to show that he hp fur¬ 
nished all information that he has ever been called on to 
ask. 

The Examiner: If the witness desires to make 

48 any statement as to why he has not produced these 
books and records, today, he may do so. 
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Mr. Crouch: That is, of course, in addition to what he 
said before. 

The Examiner: Do you have a statement to make? 

m 

Mr. Crouch: What information have you given the Se¬ 
curities and Exchange Commission? 

The Witness: I have furnished the Securities and Ex¬ 
change with all of the information that they have asked me 
for, and cooperated with them in every way. I have given 
them the full data of the books, signed under the signature 
of a reliable public accountant, and I have permitted Mr. 
Tvler to check the stock book, and I have furnished vou 
with the records of the minutes, and letters from myself to 
the corporation, and the minutes from the corporation, ex¬ 
cepting my letters. 

Mr. Crouch: And vou also furnished the names of the 

* 

stockholders, and the amount of their holdings? 

The Witness: Mr. Tyler examined all of that, and I feel 
that I have cooperated, and I go further, Mr. Commissioner, 
and I am perfectly willing to do as you suggested, and get 
the accountant to put up the sales each month, and the ex¬ 
penditures each month, which will then coincide with the 
records that vou have. 

The Examiner: Now you can make your statement if you 
want to, as to why you did not produce the books and rec¬ 
ords in response to the subpoena. 

The Witness: 1 feel that you have got all that is in the 
books and records, under the signature of an expert public 
accountant, and I didn’t think that it was necessary 
49 to do any more. 

Mr. Crouch: That is in addition to the other rea¬ 
sons you have stated in the beginning ? 

The Witness: Yes. 

The Examiner: You may state them if you desire to state 
them. If there is nothing further, the hearing is closed. 
The hearing will be adjourned, subject to call. 

(Whereupon, at four o’clock the hearing adjourned.) 

Order Amending Caption of Cause 
Filed March 9, 1936 

#** *#•*### 

It appearing to the Court that the parties hereto have 
not been properly designated so as to comply with the Rules 
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of this court, Equity Rule 12, paragraph 1, it is this 9th 
day of March, 1936, by the Court, 

ORDERED, that the caption of this cause be and the 
same is hereby amended so as to read as follows:— 

“Securities and Exchange Commission, Plaintiff , 

vs. 

The Krystal Chemical Company, Inc., a corporation and 
George Arone, Defendants. 

In Equity No. 60583.” 

And it is further ORDERED, that the parties to this 
cause be and they are hereinafter to be designated as fol¬ 
lows:—“Securities and Exchange Commission, pjaintiff, 
and The Krystal Chemical Company, Inc., a corporation, 
and George Arone, defendants.’' 

JENNINGS BAILEY, 

Justice. 

50 Order Enforcing Subpoena 

Filed March 30, 1936 

: 

* # # * * # # * j * 

This cause came on to be heard at this term upon jhe ap¬ 
plication of the Securities and Exchange Commission for 
an Order to enforce subpoena and upon the answer thereto, 
and thereupon, upon consideration thereof and of thq argu¬ 
ment of counsel and of the briefs filed herein, the Court is 
of the opinion that the plaintiff is entitled to the relief 
herein sought, and it is this 30th day of March, 1936, 
ADJUDGED, ORDERED and DECREED, that George 
Arone, as President of the Krystal Chemical Company, Inc., 
appear before "William M. Malone, the duly designated of¬ 
ficer and Examiner of the Securities and Exchange Com¬ 
mission, on the 3rd day of April, 1936, at 10 o’clock A. M., 
•in Room 1101, 1778 Pennsylvania Avenue, N. W., th^re to 
produce documentary evidence as follows: 

The following books, papers and documents of the Krys¬ 
tal Chemical Company, Inc., relating to the business car¬ 
ried on and conducted by it under its name, and related 
to or having to do with the sale of or offering for sale or 
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the purchase of or offering to buy securities of Krystal 
Chemical Company, Inc., for the period from January 3, 
1935, to December 31, 1935, viz: 

(a) The stock certificate book, the stock ledger or stock 
transfer bool^, the minute book of the board of directors, 
the minute book of the stockholders, the cash book, the 
cash receipts book, the cash disbursements book, the jour¬ 
nal, the ledger, the sales book, and purchase or voucher 

book, and all contracts and correspondence between 
51 the corporation and George Arone, all of the Krys¬ 
tal Chemical Company, Inc.; 

(b) All contracts and correspondence between the Krys¬ 
tal Chemical Company, Inc., and the stockholders or per¬ 
sons solicited to purchase the stock by the Krystal Chem¬ 
ical Company, Inc. 

It is further ordered, that the defendants pay all costs 
in this cause taxed, for which let execution issue. 

JENNINGS BAILEY 

Justice. 


From the foregoing Order the defendants by their at¬ 
torney in open Court note an appeal to the United States 
Court of Appeals for the District of Columbia; where¬ 
upon, the sum of $100 by good and sufficient bond and 
surety is hereby fixed for costs, with leave to deposit the 
sum of $50 with the Clerk in lieu thereof, or a supersedeas 
bond in the sum of $500.00. 

JENNINGS BAILEY 

Justice. 


Memorandu m 


April 3, 1936 

Undertaking on appeal for $500.00 approved and filed. 


Assignment of Errors 
Filed April 21, 1936 

********* 

The Court Erred:— 

1. In granting the prayers of plaintiff’s application to 
enforce subpoena. 

2. In entering the order to enforce subpoena. 

52 3. In overruling the defendants’ prayer to dis¬ 

miss plaintiff’s application to enforce subpoena and 
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in not discharging the rule to show cause issued on said 
application. 

4. In holding that the order of investigation issued by 
Securities and Exchange Commission (Exhibit “A” at¬ 
tached to plaintiff’s application to enforce subpoena) was 
valid and legal under the Securities Act of JL933, as 
amended. 

5. In holding that the subpoenas duces tecum jdirected 
to the defendants (Exhibits “B” and “C” attached to 
plaintiff’s application to enforce subpoena) werd legally 
authorized under the order of investigation (Exhibit “A” 
attached to said application of Securities and Exchange 
Commission) and/or the Securities Act of 1|933, as 
amended. 

6. In holding that defendant, The Krystal (Chemical 
Company, Inc., a corporation, was a proper party defen¬ 
dant to said application of Securities and Exchange Com¬ 
mission to enforce subpoena. 

7. In holding that the Securities Act of 1933, as 
amended, is constitutional. 

8. In other respects apparent of record. 

JAMES T. CROUCIf 
Attorney for Defendants 

Service of copy hereof acknowledged: j 

SECURITIES AND EXCHANGE 
COMMISSION 
Bv: ROBERT E KLINE JR 

Asst, to the General Cotinsel 

53 Designation for Transcript 

Filed April 21, 1936 

#######** 

Now comes The Krystal Chemical Company, Inc., a cor¬ 
poration, and George Arone, the appellants in the above- 
entitled cause and designates the parts of the record which 
they desire to have included in the transcript, said parts 
being considered sufficient for the determination of the 
questions raised on appeal, namely: 

1. Application for Order to Enforce Subpoena, and Ex¬ 
hibits attached thereto. 
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2. The Rule to Show Cause issued thereon. 

3. The Answer of Defendants to said Application and 
Rule to Show Cause. 

4. Order Amending Caption of Cause. 

5. Order Enforcing Subpoena. 

6. Defendants’ entry of appeal. 

7. Memorandum of Appeal Bond filed. 

S. Assignment of Errors. 

9. This Designation for Transcript. 

! JAMES T. CROUCH 

Attorney for Defendants. 

Service of copy hereof is hereby acknowledged. 

SECURITIES’ AND EXCHANGE 
COMMISSION 

! By:—ROBERT E KLINE JR 

Assistant to the General Counsel 

54 i Counter Designation of Record 

Filed May 7, 1936 

*#*•***##* 

The Clerk will please include in the transcript of record 
in this case the following, in addition to that which has 
been designated by the defendants: 

1. Transcript of testimony of George Arone before the 
Securities and Exchange Commission. 

2. This counter designation. 

GEORGE E STRONG 
BRUCE AITCHISON 
Attorneys for the Securities and 
Exchange Coynmission, Plaintiff. 

. Service of a copy of the foregoing Counter Designation 
is acknowledged this 7th dav of Mav, 1936, and the defen- 
dant waives time of service and return herein. 

i JAMES T. CROUCH 

Attorney for George Arone, and the 
Krystal Chemical Company, Inc., 
defendants herein. 
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55 Supreme Court of the District of Columbia 

United States of America, 

District of Columbia , s$: 

I, FRANK E. CUNNINGHAM, Clerk of the Supreme 
Court of the District of Columbia, hereby certify the fore- 
going pages numbered from 1 to 54, both inclusive, |to be a 
true and correct transcript of the record, according to di¬ 
rections of counsel herein filed, copies of which art made 
part of this transcript, in cause No. 60583 in the Matter 
bf The Krystal Chemical Company, Inc., and George 
Arone, its President, as the same remains upon the files 
and of record in said Court. 

‘ IN TESTIMONY WHEREOF, I hereunto subscribe 
‘my name and affix the seal of said Court, at the (pity of 
Washington, in said District, this 12th day of June, 1*936. 

FRANK E. CUNNINGHAM, 

Clerk. 

By CHAS. B. COFLIN, 

(Seal) Assistant Clerk. 

56 In the United States Court of Appeals for the 

District of Columbia 

No. 6749 

Krystal Chemical Company, Inc., et al., Appellants , 

vs. 

Securities and Exchange Commission. j 

Appellants’ Designation for Printing. 

Now comes the appellants in the above-entitled cause, by 
James T. Crouch, their attorney, and directs the CUrk to 
print the record in said cause as filed, except the following 
parts thereof, which the Clerk is directed to omit, namely: 

1. Omit exhibit entitled “Testimony of George Arone” 
on pages 17 to 49, inclusive. 

Counsel certifies that the matter designated for Omis¬ 
sion is immaterial to the determination of the questions in- 
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volved and that the printing thereof would be a needless 
expense. 

KRYSTAL CHEMICAL COMPANY, INC., and 
GEORGE ARONE, Appellants, 

By JAMES T. CROUCH, 

Their Attorney. 

Service of copy hereof is hereby acknowledged this 17th 
dav of June, 1936. 

SECURITIES AND EXCHANGE 
i COMMISSION 

Bv BRUCE AITCHISON 
•> 

its Attorney 

57 Endorsed: In the United States Court of Appeals 
for the District of Columbia. No. 6749. Krystal 

Chemical Company, Inc., et al., Appellants vs. Securities 
and Exchange Commission. Appellants’ Designation for 
Printing. United States Court of Appeals for the District 
of Columbia. Filed Jun 17 1936. Moncure Burke, Clerk. 

58 United States Court of Appeals for the District of 
Columbia. Filed Jun 20 1936. Moncure Burke, 

Clerk. 

In the United States Court of Appeals for the District of 

Columbia 

No. 6749 

The Krystap Chemical Company, Inc., et al., Appellants, 

vs. 

Securities and Exchange Commission, Appellees. 

Appellees' Designation for Printing 

Now comes the Securities and Exchange Commission, ap¬ 
pellees in the above entitled and numbered cause, by its at¬ 
torneys, and directs the Clerk of this Court to print in the 
record in the above entitled and numbered cause as filed, 
the following parts:— 

1. That part of the record heretofore designated by the 
Krystal Chemical Company, Inc., et al., appellants herein, 
and, 
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2. That part of the record styled and named 4 ‘Testimony 
of George Arone”, appearing on Pages 17 through 149, in¬ 
clusive, thereof. j 

Counsel certifies that the matters designated for print¬ 
ing are material to the determination of the questions in¬ 
volved. 

59 SECURITIES AND EXCHANGE 

COMMISSION 

by JOHN J. BURNS, 

General Counsel. 
THOMAS J. LYNCH, I 
Assistant General Counsel. 
BRUCE AITCHISON j 

1778 Pennsylvania Avenue 
Attorney for Appellee. 

Service of a copy hereof is hereby acknowledged this 
20th day of June, 1936. 

JAMES T. CROUCH, 
Attorney for the Appellants. 

Endorsed on cover: District of Columbia Supreme Court. 
No. 6749. The Krystal Chemical Company, Inc., a corpora¬ 
tion, and George Arone, Appellants, vs. Securities ana Ex¬ 
change Commission. United States Court of Appeals for 
the District of Columbia. Filed Jun 12 1936. Moncure 
Burke, Clerk. 
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No. 6749 


THE KRYSTAL CHEMICAL COMPANY, pC., 
a corporation, and GEORGE ARONE, 
Appellants, 
vs. 

SECURITIES AND EXCHANGE COMMISSION, 

Appellee. 


BRIEF FOR APPELLANTS. 


Statement of the Case. 

This appeal by appellants, The Krystal Chemical Co. 
Inc., a corporation, and George Arone, is from ^ final 
judgment (R. 37-38) of the District Court of the United 
States for the District of Columbia, decreeing that ap¬ 
pellant, George Arone, as president of appellant cor¬ 
poration, appear before an examiner of the Securities 
and Exchange Commission, appellee herein, at a time 
designated in said Decree and to produce certain docu¬ 
mentary evidence described in said Decree. Appeil was 
duly noted by the appellants, the amount of superse¬ 
deas bond vras fixed by the court, which was given, 
and the Appeal was duly perfected, (R. 38). Assign- 



ment of errors and designation of record was served 
upon opposing counsel and filed, (R. 38-39-40). 

This is an action brought in the District Court of 
United States for the District of Columbia by appellee, 
Securities and Exchange Commission, pursuant to Sec¬ 
tion 22 of the Securities Act of 1933, as amended, for 
an Order requiring appellant, George Arone, as presi¬ 
dent of appellant Krystal Chemical Co. Inc., to appear 
before an examiner of the Commission and produce 
certain documentary evidence set forth in said Applica¬ 
tion of appellee, (R. 1-10, inch). In opposition to said 
Application, appellants filed their Answer thereto, (R. 
11-14 inch), and the case was disposed of by the Court 
upon said Application and the Answer thereto. No tes¬ 
timony was taken at the time of the Hearing of said Ap¬ 
plication and Answer. Practically, the only question 
involved in this Appeal is as to whether the Court err¬ 
ed in entering its Decree after consideration of the con¬ 
tents of said Application of appellee Commission, the 
Answer of the appellants thereto, and the law applic¬ 
able. 

Assignment of Errors. 

The Court erred: 

1. In granting the prayers of plaintiff’s application 
to enforce subpoena. 

2. In entering the order to enforce subpoena. 

3. In overruling the defendants’ prayer to dismiss 
plaintiff’s application to enforce subpoena and in not 
discharging the rule to show cause issued on said ap¬ 
plication. 
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4. In holding that the order of investigation! issued 
by Securities and Exchange Commission (Exhibit “ A” 
attached to plaintiff’s application to enforce subpoena) 
was valid and legal under the Securities Act of 1)933, as 
amended. 

5. In holding that the subpoenas duces tecum direct¬ 
ed to the defendants (Exhibits “B” and “C” attached 
to plaintiff’s application to enforce subpoena) were 
legally authorized under the order of investigation 
(Exhibit 4 ‘A” attached to said application of Securi¬ 
ties and Exchange Commission) and/or the Securities 
Act of 1933, as amended. 

6. In holding that defendant, The Krystal Chemical 
Company, Inc., a corporation, w r as a property party 
defendant to said application of Securities and Ex¬ 
change Commission to enforce subpoena. 

7. In holding that the Securities Act of 1933, as 
amended, is constitutional. 

8. In other respects apparent of record. 

Argument 

This action as set forth in the first paragraph of ap¬ 
pellee Application for Order to Enforce Subpoena (R. 
1-2), filed in the District Court of United States for the 
District of Columbia, was filed “pursuant to Section 
22 of the Securities Act of 1933, as amended”, Which 
said Section 22, reads as follows: 

“(a) The district courts of the United States, 
the United States courts of any Territory, aild the 
Supreme Court of the District of Columbia shall 
have jurisdiction of offenses and violations under 
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this title and under the rules and regulations pro¬ 
mulgated by the Commission in respect thereto, 
and, concurrent with State and Territorial courts, 
of all suits in equity and actions at law brought to 
enforce anv liability or duty created by this title. 
Any such suit or action may be brought in the dis¬ 
trict wherein the defendant is found or is an inhab¬ 
itant or transacts business, or in the district 
where the sale took place, if the defendant partici¬ 
pated therein, and process in such cases may be 

served in anv other district of which the defendant 
* 

is an inhabitant or wherever the defendant may be 
found. Judgments and decrees so rendered shall 
be subject to review as provided in sections 128 
and 240 of the Judicial Code, as amended (U. S. C., 
title 28, secs. 225 and 347). No case arising under 
this title and brought in any State court of com¬ 
petent jurisdiction shall be removed to any court 
of the United States. No costs shall be assessed 
for or against the Commission in any proceeding 
under this title brought by or against it in the 
Supreme Court or such other courts. 

(b) In case of contumacy or refusal to obey a 
subpoena issued to any person, any of the said 
United States courts, within the jurisdiction of 
which said person guilty of contumacy or refusal 
to obey is found or resides, upon application by 
the Commission may issue to such person an order 
requiring such person to appear before the Com¬ 
mission, or one of its examiners designated by it, 
there to produce documentary evidence if so or¬ 
dered, or there to give evidence touching the mat¬ 
ter in question; and any failure to obey such order 
of the bourt may be punished by said court as con¬ 
tempt thereof. 

(c) No person shall be excused from attending 
and testifying or from producing books, papers, 
contracts, agreements, and other documents before 
the Commission, or in obedience to the subpoena 
of the Commission or any member thereof or any 
officer designated by it, or in any cause, or proceed- 
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ing instituted by the Commission, on thd ground 
that the testimony or evidence, documentary or 
otherwise, required of him, may tend to incrim¬ 
inate him or subject him to a penalty or forfeiture; 
but no individual shall be prosecuted or subjected 
to any penalty or forfeiture for or on account of 
any transaction, matter, or thing concerning which 
he is compelled, after having claimed his privilege 
against self-incrimination, to testify or produce 
evidence, documentary or otherwise, except that 
such individual so testifying shall not be| exempt 
from prosecution and punishment for perjiiry com¬ 
mitted in so testifying.’’ 

Paragraph (b) of the aforesaid section provides for 
the filing of such Application by the appellee Commis¬ 
sion directed to appellants. 

Section 19, (b) of the Securities Act of 1933, as 
amended, permitting investigations by appellee Com¬ 
mission and authorizing the subpoenaing of witnesses 
and the production of documentary evidence reads as 
follows: 

“(b) For the purpose of all investigations 
which, in the opinion of the Commission, ark neces¬ 
sary and proper for the enforcement of this title, 

anv member of the Commission or anv officer or 
•/ * 

officers designated by it are empowered to adminis¬ 
ter oaths and affirmations, subpoena witnesses, 
take evidence and require the production of any 
books, papers, or other documents which the Com¬ 
mission deems relevant or material to the inquiry. 
Such attendance of witnesses and the production 
of such documentary evidence may be required 
from any place in the United States or any Ter¬ 
ritory at any designated place of hearing.” 

The attention of this Honorable Court is called to the 
use by Congress of the words “and require the produc- 


tion of any books, papers or other documents which 
the Commission deems relevant or material to the in¬ 
quiry In this connection the Court's attention is 
respectfully called to the phraseology of the two sub¬ 
poenas in question, namely, Plaintiff's Exhibit “B” 
and Plaintiff’s Exhibit “C”, (R. 7-9 incl.) wherein ap¬ 
pellants were required under such subpoenas to pro¬ 
duce “Stock certificate book, stock ledger, or stock 
transfer book, minute book of board of directors, min¬ 
ute book of stockholders, cash book, cash receipts book, 
cash disbursements book, journal, ledger, sales book, 
purchase or voucher book, all contracts and correspon¬ 
dence between the corporation and George Arone, and 
the corporation and stockholders or persons solicited 
• to purchase stock by the corporation.” (Italics sup¬ 
plied.) 

The attention of this Honorable Court is further re¬ 
spectfully called to the phraseology of Plaintiff’s Ex¬ 
hibit “A” entitled Order for Investigation Designating 
Officer and Place of Hearing for Taking Testimony, 
(R. 6-7). It will be noted that such Order was issued 
by the Commission “upon information received by the 
Commission, that the provisions of Section 17 of the 
Securities Act of 1933, as amended, and/or rules and 
regulations thereunder have been or are about to be 
violated by!the Krystal Chemical Co., Inc., George 
Arone, Arthur J. Clark and Dr. Carroll A. Brooks and 
officers, agents and employees,’’ (Italics supplied). 

Said Section 17 of the Securities Act of 1933, as 
amended, reads as follows: 

“(a) It shall be unlawful for any person in the 
sale of any securities bv the use of anv means or 

v w m/ 
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instruments of transportation or communication 
in interstate commerce or by the use of the mails, 
directly or indirectly— 

(1) to employ any device, scheme, or artifice to 
defraud, or 

(2) to obtain money or property by means of 
an}’ untrue statement of a material fact or 
any omission to state a material fac|; neces¬ 
sary in order to make the statements made, 
in the light of the circumstances under 
which they were made, not misleading, or 

(3) to engage in any transaction, practice, or 
course, of business which operates of would 
operate as a fraud or deceit upon the pur¬ 
chaser. 

(b) It shall be unlawful for any person, by the 
use of any means or instruments of transportation 
or communication in interstate commerce oif by the 
use of the mails, to publish, give publicity to, or 
circulate any notice, circular, advertisement, news¬ 
paper, article, letter, investment service, or com¬ 
munication which, though not purporting to offer 
a security for sale, describes such security for a 
consideration received or to be received, directly 
or indirectly, from an issuer, underwriter, or deal¬ 
er, without fully disclosing the receipt, whether 
past or prospective, of such consideration and the 
amount thereof. 

(c) The exemptions provided in section 3 shall 
not apply to the provisions of this section.’’ 

It will be noted that there is nothing contained in 


aforesaid Section 17 that makes it unlawful fpr any 
person who is about to violate such section. 

It will also be noted that there is nothing contained 
in aforesaid Order of Investigation, Plaintiff’s ijxhibit 
“A,” (R. 6-7) to the effect that appellee Comijiission 
deemed all of the documents mentioned in said!Order 

i 
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and in the subpoenas Duees-Tecum, Plaintiff’s Ex¬ 
hibits “B,”i“C,” (R. 7-10, inch) relevant or material 
to the investigation as required under the Securities 
Act, Section 19, (b), hereinbefore set forth, but that 
on the contrary, the Commission leaves the question of 
relevancy or materiality to William M. Malone, an 

v w 7 

officer of the Commission. 

The above quoted extracts from the Securities Act 
of 1933, as amended, and from the Commission’s Ap¬ 
plication for Order to Enforce Subpoena, Exhibits at¬ 
tached thereto and Appellants’ Answer contain all the 
pertinent questions involved as set forth in Appellants’ 
Assignments of Errors (R. 38-39). Therefore, the 
principal question involved is as to whether or not 
these such extracts and the Answer of appellants to 
Appellee Commission’s Application for Order to P]n- 
foree Subpoena (R. 11-14, inch) were sufficient in law 
to authorize the entry of the Decree appealed from (R. 
37-38). Appellants respectfully submit to this Honor¬ 
able Court that such Decree was not authorized under 
law. 

It is respectfully submitted by appellants that the 
cases hereinafter recited in support of their conten¬ 
tions that the law is well established to the effect that 
search for papers or books by the various commissions 
and/or agencies of the Government, must be specific 
and that the burden of proof and the statement of spe¬ 
cific matters rests upon the Government agents who 
want particular information. That further the law is 
to the effect that “Fishing Expeditions” to hunt for 
some evidence or wrong doing has not been counte- 
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nanced by the United States Supreme Court alnd by 
the various Federal Courts and that Congress itself, 
cannot in an effort to enforce any statute, compel the 
production of books and papers where no evidence of 
violation of law has been offered by the Government 
itself. 

The most recent case in the United States Supreme 
Court involving administrative investigations Wy ap¬ 
pellee Commission is that of J. Edward Jones vjs. Se¬ 
curities and Exchange Commission, decided April 6th, 
1936, (80 L. ed. 655 to 676). In this case, this United 
States Supreme Court cites with approval the firijt and 
leading case upon this subject, Re: Pacific R. Com¬ 
mission (C.C.) 12 Sawy 559, 32 F. 241, 250, and quoted 
from that case as follows: 

“A general, roving, offensive, inquisitorial, 
compulsory investigation, conducted by a commis¬ 
sion without any allegations, upon no fixed princi¬ 
ples, and governed by no rules of law, or of evi¬ 
dence, and no restrictions except its own will, or 
caprice, is unknown to our constitution and faws; 
and such an inquisition w^ould be destructive of 
the rights of the citizen, and an intolerable tyran¬ 
ny. Let the power once be established, and [there 
is no knowing, where the practice under it would 
end. ’ ’ I 

Quoting further from the Jones case, the following 
language is used: 

“The fear that some malefactor may go un¬ 
whipped of justice weighs as nothing agains 1 ; this 
just and strong condemnation of a practice so 
odious. And, indeed, the fear itself has littlo sub¬ 
stance upon which to rest. The federal courts are 
open to the government; and the grand jury abides 
as the appropriate constitutional medium fop the 
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preliminary investigation of crime and the pre¬ 
sentment of the accused for trial.” 

“The philosophy that constitutional limitations 
and legal restraints upon official action may he 
brushed aside upon the plea that good, perchance, 
may follow, finds no countenance in the American 
system of government. An investigation not based 
upon specified grounds is quite as objectionable as 
a search warrant not based upon specific state- 
mentsi of fact. Such an investigation, or such a 
search, is unlawful in its inception and cannot be 
made lawful by what it may bring, or by what it 
actually succeeds in bringing to light. Cf. Byars v. 
United States, 273 U. S. 28, 29, 71 L. ed. 520, 522, 
47 S. Ct. 248, and cases cited. If the action here 
of the! commission be upheld, it follows that pro¬ 
duction and inspection may be enforced not only 
of books and private papers of the guilty, but those 
of the, innocent as well, notwithstanding the pro¬ 
ceeding for registration, so far as the power of the 
commission is concerned, has been brought to an 
end by the complete and legal withdrawal of the 
registration statement.” 

“Exercise of ‘such power would be more per¬ 
nicious to the innocent than useful to the public’; 
and approval of it must be denied, if there were 
no othpr reason for denial, because, like an unlaw¬ 
ful search for evidence, it falls upon the innocent 
as well as upon the guilty and unjustly confounds 
the two. Entick v. Carrington, 19 How. St. Tr. 
1030, 1074—followed by this court in Bovd v. 
United States, 116 U. S. 616, 629, 630, 29 L. ed. 
746, 747, 751, 6 S. Ct. 522. No one can read these 
two great opinions, and the opinions in the Pacific 
R. Commission Case, from which the foregoing 
quotation is made, without perceiving how closely 
allied in principle are the three protective rights 
of the; individual—that against compulsory self- 
accusation, that against unlawful searches and 
seizures, and that against unlawful inquisitorial 
investigations. They were among those intoler- 
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able abuses of the Star Chamber, which brought 
that institution to an end at the hand of the Long 
Parliament in 1640. Even the shortest step in the 
direction of curtailing one of these rights mijist be 
halted in limine, lest it serve as a precedent for 
further advances in the same direction, of- for 
wrongful invasions of the others.” 

In addition to the aforesaid case of Jones vs. Securi¬ 
ties and Exchange Commission, Appellants herein cite 
in support of its position the following cases: Harri- 
man vs. Interstate Commerce Commission, 211 tL S. 
407, 419, 53 L. ed. 253, 263, and Federal Trade Commis¬ 
sion vs. American Tobacco Co., 264 U. S. 298, 305^ 307, 
68 L. ed. 696, 700, 701. Counselman vs. Hitchcock, 142 
U. S. 547, 35 L. ed. 1110, Federal Trade Commission vs. 
Millers’ Nat. Federation et al., 57 Appeals D. C. 3oO. 


It would serve no useful purpose as far as appellants 
can see to quote long extracts from the aforesaid cjases 
and therefore the following extract from Federal 
Trade Commission vs. American Tobacco Co., wifi be 
the only quoted extract, and appellants adopt the lan¬ 
guage therein as being their position as to the question 
of law involved to the facts in this ease. Such quota¬ 
tion from the American Tobacco Case is as follows: 

“Anyone who respects the spirit as well as the 
letter of the 4th Amendment would be loath to be¬ 
lieve that Congress intended to authorize one of 
its subordinate agencies to sweep all our tradi¬ 
tions into the fire, (Interstate Commerce Commis¬ 
sion vs. Brimson, 154 U. S. 447, 479, 38 L. ed., 1047, 
1058, 4 Interstate Com. Rep. 545, 14 Sup. Ct. Rep. 
1125), and to direct fishing expeditions into pri¬ 
vate papers on the possibility that they may dis¬ 
close evidence of crime. We do not discuss the 
question whether it could do so if it tried, as noth- 
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ing short of the most explicit language would in¬ 
duce us to attribute to Congress that intent. The 
interruption of business, the possible revelation 
of trade secrets, and the expense that compliance 
with the commission’s wholesale demand would 
cause, are the least considerations. It is contrary 
to the first principles of justice to allow a search 
through all the respondents’ records, relevant or 
irrelevant, in the hope that something will turn up. 
The unwillingness of this Court to sustain such a 
claim, is shown in Harriman vs. Interstate Com¬ 
merce Commission, 211 U. S. 407, 53 L. ed. 253, 29 
Sup. Ct. Rep. 115; and as to correspondence, even 
in the case of a common carrier, in United States 
vs. Louisville & N. R. Co , 236 U. S. 318, 335, 59 L. 
ed., 598, 606, P. U. R., 1915 B., 247, 35 Sup. Ct. Rep. 
363.” 

It will be noted from the Order of the Commission 
authorizing the investigation in question (R. 6-7), 
which Order was prerequisite to any investigation into 
appellants ’ business, that there is no specific allega¬ 
tion that the Securities Act of 1933, had been violated 
by any person or persons, but that the persons men¬ 
tioned in said Order including appellants are alleged 
to have violated or were about to violate the provisions 
of Section 17 of the Securities Act of 1933, as amended, 
and/or rules and regulations thereunder. It might be 
mentioned at the time of the Hearing in the lower court 
that counsel for appellee Commission stipulated in open 
court that the question of rules and regulations under 
Section 17 being violated by appellants was not to be 
considered as there was no such rules and regulations. 
Such stipulation was made after the court inquired as 
to what rules and regulations were alleged to have been 
violated by appellants. 


The attention of the Court is called to the provisions 
to said Section 17 as hereinbefore quoted and that phere 
is no provision in said section providing it shall be an 
offense if the provisions of said Section “are aboht to 
be violated. ’ ’ In connection with the hereinbefore cited 
case of Federal Trade Commission vs. America Tobac¬ 
co Co., 264 IT. S. 298, the attention of the Court is called 
to the fact that the Federal Trade Commission original¬ 
ly had jurisdiction of the enforcement of the Securities 
Act but such jurisdiction was transferred to th^ Se¬ 
curities and Exchange Commission by an amendment 
to the Securities Act on June 6, 1934. That further, 
the provision of the Securities Act relative to investi¬ 
gations, the attendance of witnesses, and the produc¬ 
tion of documents are the same as those contained in 
the several acts of Congress creating the Interstate 
Commerce Commission and the Federal Trade Commis¬ 
sion. Accordingly the reasoning used by United sjates 
Supreme Court in Harriman vs. Interstate Commerce 
Commission and Federal Trade Commission vs. Amer¬ 
ican Tobacco Co., above cited, is directly in point. 

In view of the fact, that appellee Commission laid 
great stress at the Hearing in the lower court or. the 
case of Smith vs. Interstate Commerce Commission, 
245 U. S., 33, in support of its contention that it was en¬ 
titled to the relief sought in its Application filed against 
Appellants, it is deemed advisable to distinguish the 
facts in that case from the present case and also the 
facts in the cases hereinbefore cited by Appellants in 
support of their contentions. It is respectfully sub¬ 
mitted that the Smith case is readily distinguishable 
from the instant case, in that the Smith case involved 
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what the courts have termed as a “public”, as dis¬ 
tinguishable from a “non-public” corporation. No 
case has been found nor cited in the lower court by 
counsel for the Commission, where the Smith case was 
cited as authority where the facts showed attempted in¬ 
vestigation by the various commissions and Govern¬ 
ment into the affairs of individuals and “non-public” 
corporation. On the contrary the above mentioned 
case of Counselman vs. Hitchcock, 142 U. S., 547, 335 
L. ed., 1110, which also involved the identical act of 
Congress as construed in the Smith case and wherein 
the facts involved were practically the same as in the 
instant case, has been repeatedly cited as authority in 
considering the Constitutional privileges of persons. 
It is submitted that the United States Supreme Court 
in the Smith Case distinguished in its decision in that 
case as to how far it intended to go. At the top of page 
43 thereof, the Court said: 

“If it be grasped thoroughly and kept in atten¬ 
tion that they are public agents, we have at least, 
the principle which should determine judgment in 
particular instances of regulation or investigation, 
and it is not far from true—it may be, it is en- 
tirely true, as said by the Commission—‘There 
can be (nothing private or confidential in the activi¬ 
ties and expenditures of a carrier engaged in in¬ 
terstate commerce.’ ” 

It might be further noted that the case of Federal 
Trade Commission vs. American Tobacco Co., and P. 
Lorillard Co., 264 U. S. 298, were decided by the United 
States Supreme Court long subsequent to its decision 
in the Smith case, as likewise the recent decision of that 
.Court in the Jones vs. Securities and Exchange Com¬ 
mission case. 
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It is respectfully submitted that a reading of the 
Subpoenas Duces-Tecum involved in this case (K. 7- 
10, incl.) will disclose that such subpoenas call for the 
production of every document which appellant cor¬ 
poration might have in its possession without any 
showing whatever as to their materiality or relevancy, 
and that production of same would constitute merely 
a “Fishing Expedition’’ into the business of Appel¬ 
lants. The attention of the Court is also called to the 
fact that the prayers of appellees’ original Application 
to the Court and the Final Decree entered thereon, 
from which this Appeal was taken, do not ask or grant 
any affirmative action as against the Appellant Krystal 
Chemical Co., Inc. Therefore, it is respectfully urged 
that for that reason alone the case should have been 
dismissed by the lower court as to Appellant Corpora¬ 
tion. 

While appellants will not set forth herein, detailed 
reasons for its contention that the Securities Act of 


1933, as amended is unconstitutional, yet, they do not 
waive such objection in view of the fact, that the Ignit¬ 
ed States Supreme Court has not as yet passed upon 
its constitutionality and invites the attention of this 
Honorable Court to the last paragraph of United States 
Supreme Court’s opinion in the Jones vs. Securities 
and Exchange Commission case, reading as follows: 

“The foregoing disposes of the cases and. re¬ 
quires a reversal of the judgment of the lcfwer 
court. In that view, it becomes unnecessary to 
consider the constitutional validitv of the Adt.” 

It is submitted that the Securities Act of 1933, as 
amended, is invalid for the following reasons: 
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First, ilt is an unlawful attempt upon the part of 
Congress i to delegate its legislative powers to Appel¬ 
lee Commission. 

Secondj It is an attempt upon the part of Congress 
to regulate the purchase and sale of securities and the 
acts and conduct of those engaged in that business, in 
violation of the 10th Amendment to the Federal Con¬ 
stitution. 

* Third, i The Act, as construed and applied by Ap¬ 
pellee Commission, violates the 4th and 5th Amend¬ 
ments to the Constitution. 

CONCLUSION. 

It is respectfully submitted that from the contents of 
Appellee Commission's Application filed in the lower 
court, the exhibits attached thereto, the Answer of 
appellants, the extracts from the Securities Act of 
1933, as amended, and the cases cited herein in sup¬ 
port of appellants ’ contentions that the judgment of the 
lower court should be reversed. 

Respectfully submitted, 

JAMES T. CROUCH, 

Attorney for Appellants, 
i 1125 National Press Bldg., 

Washington, D. C. 
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In the United States Court of Appeals 
for the District of Columbia 

I 

April Term, 1936 


No. 6749—Special Calendar 1 

i 

The Krystal Chemical Company, Inc., a corpora¬ 
tion, and George Arone, appellants 1 


Securities and Exchange Commission, appellee 


ON APPEAL FROM THE SUPREME COURT OF THE DISTRICT 

OF COLUMBIA 


BRIEF FOR APPELLEE 


STATEMENT OF FACTS 


I 

This is an appeal to this Court from an order| of 
the Supreme Court of the District of Columbia 
directing George Arone, as president of Krystal 
Chemical Company, Inc., to appear before an offi¬ 
cer of the Securities and Exchange Commissibn 
and produce certain specified books, papers, ahd 
documents of said company relating to its sales bf 
securities. The case involves the application pf 
the Securities Act of 1933, as amended, liereih- 



2 


after referred to as the Act, A copy of this statute 
is attached hereto. 

For convenience of statement, The Krvstal 
Chemical Company, Inc., and Arone will be re¬ 
ferred to as appellants and the Securities and Ex¬ 
change Commission as the Commission. All ref- 
erences will be to the pagination of the printed 
record. 

On January 14, 1936, the Commission, acting 
upon information that The Krystal Chemical Com¬ 
pany, Inc., George Arone, and others had violated 
or were about to violate specified fraud provisions 
of the Securities Act of 1933, as amended, ordered 
an investigation to determine whether infractions 
of these provisions had taken place or were threat¬ 
ened (R., p. 6). The order recited that it ap¬ 
peared to the Commission, upon information in its 
possession, that Section 17 of the Act had been 
or was about to be violated, and that in the opin¬ 
ion of the Commission the investigation was 
necessary for the enforcement of the provisions of 
the Act and in the public interest. The order 
further authorized William M. Malone, an officer 
of the Commission, to administer oaths and af¬ 
firmations, subpoena witnesses, and, among other 
things, “require the production of any books, pa¬ 
pers, correspondence, memoranda or other records 
deemed relevant or material to the inquiry * * *' ? 
(R., pp. 6-7). In accordance with the Commis¬ 
sion's order, Officer Malone issued to Appellant 


Arone a subpoena directing him to appear and 
produce: 

The following books, papers, and j docu¬ 
ments: of the Krystal Chemical Company, 
Inc., for the period of January 3, ,1935— 
December 31, 1935:—Stock certificate' book, 
stock ledger or stock transfer book, njiinute 
book of board of directors, minute bdok of 
stockholders, cash book, cash receipts book, 
cash disbursements book, journal, lodger, 
sales book, purchase or voucher book, all 
contracts and correspondence between the 
corporation and George Arone, and the cor¬ 
poration and stockholders or persons (solic¬ 
ited to purchase stock by the corporation. 

Appellant Arone was duly served with this | sub¬ 
poena and appeared at the designated time' and 
place, where he accepted service of a second sub¬ 
poena directed to Appellant Krystal Chemical 
Company, Inc., directing it to produce the same 
documents. 

Arone then stated under oath that he was presi¬ 
dent of The Krystal Chemical Company, Inc. 
(R., p. 18), and that he had custody of the records 
sought (R., p. 19), but refused to produce theili in 
response to the subpoena (R., pp. 20-22). (The 
Commission thereupon, acting pursuant to Secjion 
22 (b) of the Act, filed an application in the f3u- 
preme Court of the District of Columbia for an or¬ 
der requiring appellants to appear before Officer 
Malone and there produce certain documentary 
evidence described with even greater particularity 
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than in. the subpoena (R., pp. 1-5). Appellants 
filed an answer to the application alleging various 
grounds of defense. After hearing. Justice Bailey 
granted the application of the Commission and 
ordered the production of the described records 
(R., p. 37). The appeal of appellants from this 
order is now before this Court. 


QUESTIONS PRESENTED AND SUMMARY OF ARGUMENT 

Appellants' assignment of errors (R., p. 38) con¬ 
sists of general allegations that the District Court 
erred in granting the Commission’s prayer, 
coupled with subsidiary objections to the decision 
that the Commission's investigation and subpoenas 
were legal, and that the Securities Act of 1933, as 
amended, i is constitutional, all without specifica¬ 
tion of the grounds upon which the allegations of 
error are based. However, it is evident from ap¬ 
pellants’ brief that only three substantial grounds 
are relied; upon in this appeal. Addressing itself 
to these arguments, the Commission’s brief will 
develop: 

1. That the Commission’s order for investiga¬ 
tion, subpoenas, and application reveal ample jus¬ 
tification for an inquiry into appellants’ securities 
transactions, and that the proceeding is therefore 
not invalid as a “fishing expedition.” 

2. That; the Commission’s subpoenas and the 
order of the Supreme Court of the District of 
Columbia are sufficiently specific, and call for rele- 


I 

vant and material books, papers, and othef docu¬ 
ments. | 

3. That the Securities Act of 1933 is constitu¬ 
tional as applied to appellant. 


ARGUMENT 


Point One 


The Commission’s order for investigation, subpoenas, 
and application contain allegations sufficient tp sup¬ 
port the use of compulsory process in an investigation 
of the securities transactions of appellants 

The appellants do not challenge the general 
power of the Commission to investigate suspected 
infractions of the statute it administers. Thtjt the 
Congress may delegate to an administrative (com¬ 
mission such authority, including the right to! sub¬ 
poena, has long been established beyond possibility 
of argument. E. g., Interstate Commerce Com¬ 
mission v. Brimson, 154 U. S. 447 (1894) ; Smith 
vs. Interstate Commerce Commission, 245 U. fe. 33 
(1917). The appellants, however, invoke the 
equally well-settled rule that such investigatory 
powers may not be used in “fishing expeditions”, 
in random searches for possible violations of jlaw, 
but must be based upon adequate grounds, j Cf. 
Federal Trade Commission v. American Tobacco 
Company, 264 U. S. 298 (1924); Jones v. Securities 
and Exchange Commission, 298 U. S. 1 (19^6) ; 
and other cases cited at page 11 of Appellants’ 
brief. 
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But their contention ignores the fact that the 
Commission's order for investigation and the ap¬ 
plication include detailed statements of facts more 
than adequate to warrant inquiry into the stock 
selling activities of appellants. The recital in the 
Commission’s order for investigation is summar¬ 
ized at page 2, supra. See also R., pp. 6-7. That 
in the application is even more specific: 


The Securities and Exchange Commis- 
sion was informed, among other things, 
that the stock of the Krvstal Chemical Com- 
paiiv had been sold bv George Arone within 
the District of Columbia during the vear 
1935 and that the company and others, in¬ 
cluding George Arone, had employed a 
scheme and artifice to defraud and had 
made false and untrue statements of ma¬ 


terial facts. The Commission was informed 


further that George Arone engaged in 
fraudulent and deceitful transactions, prac¬ 
tices and course of business in making such 
sales, to wit, that the corporation was mak¬ 
ing a profit, that it needed funds and that 
the sale of stock would furnish such funds, 
that he, George Arone, was receiving no 
money from the Corporation for his serv¬ 
ices, and that dividends had been paid out 
of profits of the Corporation, whereas the 
stock was owned bv George Arone, he re- 
ceived the proceeds, the corporation never 
made a profit, George Arone received a sal¬ 
ary from the Corporation, and he paid the 
dividends from his own pocket (R., p. 2). 
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Sueli information—of violations of a specified sec¬ 
tion of the Act (R., p. 2) through described jfraud- 
ulent misrepresentations in the sale of a flamed 
security—was clearly sufficient to justify thej Com¬ 
mission in ordering an investigation. Cf. Smith 
v. Interstate Commerce Commission, supra, 245 
U. S. 33. 1 Since this information would clearly 
be the subject of a complaint it warrants the use of 
compulsory process under the rule laid doim in 
one of the cases cited in appellants’ brief, Karri- 
man v. Interstate Commerce Commission, 21llU. S. 
407,420 (1908). Appellants, in arguing to the con- 
trary, must contend for the wholly novel docltrine 
that the investigatory power of administrative 
agencies may be exercised only upon proof of the 
past commission of an actual and complete crime. 
Such a rule would enable investigation only Vhen 

O 4/ 

superfluous; to state it is to deny its existence. 

Appellants make a subsidiary argument that, 
since the Act penalizes only actual violations, the 
recital in the order for investigation that itj ap¬ 
peared to the Commission that Section 17 had jbeen 
or was about to be violated is insufficient, how¬ 
ever, Section 20 (b) of the Act provides that 
threatened future acts or practices constituting 
violations of the statute may be enjoined. Inves- 

1 The question as to the breadth of the subpoena and jrder 
and the relevance of the documents required to be produced 
will be considered under Point Two of Appellee's l|rief, 
supra, pp. 8-10. 
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tigation of prospective violations is, therefore, in 
the words of Section 19 (b), “necessary and proper 
for the enforcement of the Act”, and warrants the 
use of the subpoena power given the Commission 
and its officers by that section. 

Point II 

The Commission’s subpoenas duces tecum ar.d the order 
of the District Court are not invalid as too broad or 
calling for the production of irrelevant documents 

At page 15 of appellants ? brief the argument is 
made that the Commission has asked for all the 
papers of the appellant corporation without re¬ 
gard to their materiality or relevance. The perti¬ 
nent language of the order requires the produc¬ 
tion of: 

The following books, papers, and docu¬ 
ments of the Krystal Chemical Company, 
Inc., relating to the business carried on and 
conducted by it under its name, and related 
to dr having* to do with the sale of or offer- 
ing for sale or the purchase of or offering 

to hav securities of Krvstal Chemical Com- 
%/ «- 

pany, Inc., for the period from January 3, 
1935, to December 31, 1935, viz: 

(a) The stock certificate book, the stock 
ledger or stock transfer book, the minute 
book of the board of directors, the minute 
book of the stockholders, the cash book, the 
cash receipts book, the cash disbursements 
book, the journal, the ledger, the sales book, 
and purchase or voucher book, and all con- 
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tracts and correspondence between tlije cor¬ 
poration and George Arone, all pf the 
Krvstal Chemical Company, Inc.; 

(b) All contracts and correspondence be¬ 
tween the Krystal Chemical Company,, Inc., 
and the stockholders or persons solicited to 
purchase the stock by the Krystal Chemical 
Company, Inc. (R. pp. 37-38). 

The Commission’s demand is clearly not o^ie, as 
claimed by appellants, for all documents iii the 
possession of the appellant corporation witholit re¬ 
gard to their materiality (Appellants’ bridf, p. 
15). The relevance of the corporate records of the 
company’s securities activities—the stock certifi¬ 
cate, stock ledger and stock transfer books, minute 
book of stockholders, and the correspondence Solic¬ 


iting purchases of stock—is beyond question, j The 
materiality of the other papers requested—the cor¬ 
porate cash books and ledgers, and the contracts 
and correspondence between the corporation and 
Appellant Arone—is only slightly less apparent. 
This investigation concerns the activities of (per¬ 
sons engaged in a stock selling scheme based upon 
representations suspected to be false and fraudu¬ 
lent. Examination of the records of the company, 
and of its contracts and correspondence with its 
dominating figure, Appellant Arone, all relating to 
its securities transactions, is essential to establish 
the truth or untruth of the statements made to pur¬ 
chasers of securities. There is here involved no at¬ 
tempt to delve into the irrelevant minutiae of the 
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corporate business; the probable materiality of the 
records desired clearly appears from their subject 
matter as described in the subpoenas, application 
and order. C. f., Brown v. United States, 276 
IT. S. 134,! 143. And these plainly meet the canons 
laid down by the Supreme Court in cases where 
the breadth of requests for documentary evidence 
has been questioned. E. g., Consolidated Render¬ 
ing Company v. Vermont, 207 U. S. 541 (1908); 
Brown vj United States, supra, 276 U. S. 134 
(1928). 

On page 8 of their brief, appellants suggest for 
the first time that the subpoena duces tecum served 
upon them was not issued in accordance with Sec¬ 
tion 19 (b) of the Act because the Commission it¬ 
self did not, in the order for investigation, ex¬ 
pressly “deem" relevant the documents called for 
in the subpoena. This objection was not raised at 
the time of appellants’ refusal to produce the rec¬ 
ords subpoenaed (R., pp. 16-17), nor presented by 
appellants’ answer to the Commission’s applica¬ 
tion (R*., ;pp. 35-36), nor argued before the Su¬ 
preme Court for the District of Columbia; it is 
submitted that it therefore may not now be consid- 
ered. JDuignan v. United States, 274 U. S. 195,199 
(1927); WuJfsohn v. Russo-Asiatic Bank, 11 F. 
(2d) 715, 717 (C. C. A. 9th, 1926); Toll v. Monitor 
Binding <f* Printing Co., 26 F. (2d) 51 (C. C. A. 
8th, 1928). Moreover, assuming that this point 
were now open, the answer to defendants’ conten¬ 
tion is clear. The application by the Commission 


for an order requiring the production of the de¬ 
scribed documents certainly constitutes an ^mple 
“deeming relevant and material” by the Coipmis- 
sion of the documents the production of whiclji was 
requested. | 

Point III I 

The Securities Act of 1933, as amended, is Constitutional 

At page 16 of their brief, appellants claim' that 
the Securities Act of 1933, as amended, is in viola¬ 
tion of the Fourth, Fifth, and Tenth Amendments. 
No authority is cited in support of these conten¬ 
tions, and their summary statements makes 'pos¬ 
sible almost equally succinct answers. 

It is axiomatic that appellants may complain 
only that the Act is unconstitutional as appliejd to 
them. Since the transactions sought to be investi¬ 
gated and all proceedings in this case transpired 
within the District of Columbia, the Tenth Amend¬ 
ment can have no application. That the enactment 
of this statute regulating transactions within the 
District of Columbia," is within the general pojver 
of the Congress to legislate for the District of Co¬ 
lumbia as a State Legislature may for a state is 
likewise clear. Kendall v. United States, 12 Iret. 
524 (1838); Bauman v. Boss, 167 U. S. 548 (189j7); 
Capital Traction Co. v. Hof, 174 U. S. 1 (18^9). 

2 The Act clearly applies to commerce and securities within 
the District of Columbia. See the definition of “interstate 
commerce'' in Section 2 (7) to include commerce within the 
District and the use of the term “interstate commerce’j in 
Sections 5 and 17. I 
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And the constitutionality of the only delegation of 
power involved in this case—that of investiga¬ 
tion—and the validity of the subpoenas of the Com¬ 
mission and the order of the Court, under the 
Fourth and Fifth Amendments, have been demon¬ 
strated under Points I and II, supra , pp. 5-10. 

CONCLUSION 

It is submitted that the subpoenas and applica¬ 
tion of the Commission and the order appealed 
from are valid and not in conflict with any statu- 
tory or constitutional provision, and that the order 
of the Supreme Court of the District of Columbia 
should therefore be affirmed. 

John J. Burns, 

i General Counsel, Securities 

1 and Exchange Commission . 

1 Bruce Aitchison, 

i Attorneys for the Securities 

and Exchange Commission. 

Charles R. Kaufman, 

of Counsel. 
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SECURITIES ACT OF 1933 


[Public—N o. 22— 73d Congress] 

[H.R. 5480] 

I 

AN ACT 

To provide full and fair disclosure of the character of securities sold in inter¬ 
state and foreign commerce and through the mails, and to prevent frauds in 

the sale thereof, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of Arnerica in Congress assembled , 

TITLE I 

I 

1 i 

SHORT TITLE 

I 

I 

Section 1. This title may be cited as the “ Securities Aci of 1933”. 

* 

DEFINITION S 

Sec. 2. When used in this title, unless the context [otherwise 
requires— i 

(1) The term “ security ” means any note, stock, treasury stpck, bond, 
debenture, evidence of indebtedness, certificate of interest or participa¬ 
tion in any profit-sharing agreement, collateral-trust certificate, pre¬ 
organization certificate or subscription, transferable share, investment 
contract, voting-trust certificate, certificate of deposit for a security, 
fractional undivided interest in oil, gas, or other mineral rights, or, in 
general, any interest or instrument commonly known as a “ security,” or 
any certificate of interest or participation in, temporary or inierim cer¬ 
tificate for, receipt for, guarantee of, or warrant or right to subscribe to 
or purchase, any of the foregoing. 1 

(2) The term “ person ” means an individual, a corporation, a 
partnership, an association, a joint-stock company, a trust, a^iy unin¬ 
corporated organization, or a government or political subdivision 
thereof. As used in this paragraph the term “ trust ” shall include 
only a trust where the interest or interests of the beneficiary or bene¬ 
ficiaries are evidenced by a security. 

(3) The term “ sale ”, “ sell ”, “ offer to sell ”, or “ offer fj)r sale ” 
shall include every contract of sale or disposition of, attempt or offer 

1 The matter appearing in bold-face type with footnote references represents subsections 
and subparagraphs as amended. This and subsequent footnotes contain the text prior to 
amendment. Bold-faced type without footnote references indicates provisions added by 
amendment. The amendments, effective July 1. 1934, are contained in Title II lof Securi¬ 
ties Exchange Act of 1934, approved June 6, 1934. I 

(1) The term “security” means any note, stock, treasury stock, bond, debenture, evi¬ 
dence of indebtedness, certificate of interest or participation in any profit-sharing agree¬ 
ment, collateral-trust certificate, preorganization certificate or subscription, transferable 
share, investment contract, voting-trust certificate, certificate of interest in property, 
tangible or Intangible, or, in general, any instrument commonly known as a security, or 
any certificate of interest or participation In. temporary or interim certificate for, receipt 
for, or warrant or right to subscribe to or purchase, any of the foregoing.” 

85617'—34-1 (1) 
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to dispose of,*or solicitation of an offer to buy, a security or interest 
in a security, for value; except that such terms shall not include 
preliminary negotiations or agreements between an issuer and any 
underwriter. Any security given or delivered with, or as a bonus 
on account of, any purchase of securities or any other thing, shall 
be conclusively presumed to constitute a part of the subject of such 
purchase and to have been sold for value. The issue or transfer of 
a right or privilege, when originally issued or transferred with a 
security, giving the holder of such security the right to convert such 
security into another security of the same issuer or of another person, 
or "ivin" a ri^ht to subscribe to another security of the same issuer 

c? O O v 

or of another person, which right cannot be exercised until some 

future date, shall not be deemed to be a sale of such other security; 

but the issue or transfer of such other security upon the exercise of 

such right of conversion or subscription shall be deemed a sale of 

such other securitv. 

* 

(4) The term “ issuer ” means every person who issues or proposes to 
issue any security; except that with respect to certificates of deposit, 
voting-trust certificates, or collateral-trust certificates, or with respect to 
certificates of interest or shares in an unincorporated investment trust 
not having a board of directors (or persons performing similar functions) 
or of the fixed, restricted management, or unit type, the term “ issuer ” 
means the person or persons performing the acts and assuming the duties 
of depositor or manager pursuant to the provisions of the trust or other 
agreement or instrument under which such securities are issued; except 
that in the case of an unincorporated association which provides by its 
articles for limited liability of any or all of its members, or in the case 
of a trust, committee, or other legal entity, the trustees or members 
thereof shall not be individually liable as issuers of any security issued 
by the association, trust, committee, or other legal entity; except that 
with respect to equipment-trust certificates or like securities, the term 
“ issuer ” means the person by whom the equipment or property is or is to 
be used: and except that with respect to fractional undivided interests 
in oil, gas, or other mineral rights, the term “ issuer ” means the owner 
of any such right or of any interest in such right (whether whole r 
fractional) who creates fractional interests therein for the purpose o' 
public offering. - 

(5) The term: “Commission ” means the Federal Trade Commis¬ 
sion.* 

(6) The term “Territory” means Alaska, Hawaii, Puerto Rico, 
the Philippine Islands, Canal Zone, the Virgin Islands, and the 
insular possessions of the United States. 

(T) The term “interstate commerce” means trade or commerce 
in securities or any transportation or communication relating thereto 

*“(4) The term- ‘issuer* means every person who issues or proposes to issue any 
security or who guarantees a security either as to principal or income: except that with 
respect to certificates of deposit, voting-trust certificates, or collateral-trust certificates, 
or with respect to certificates of interest or shares in an unincorporated investment 
trust not having a hoard of directors (or persons performing similar functions) or of the 
fixed, restricted management, or unit type, the term 4 issuer means the person or persons 
performing the acts and assuming the duties of depositor or manager pursuant to the 
provisions of the trust or other agreement or instrument under which such securities 
are issued : and except that with respect to equipment-trust certificates or like securities, 
the term 4 issuer 4 means the person by whom the equipment or property is or is to be 
used.’* 

* See Secs. 27 and 2S. infra, being Sections 210 and 211. Title II of Securities Ex¬ 
change Act of 1031. providing for transfer to “Securities and Exchange Commission” 
of all powers, duties; and functions of the Federal Trade Commission. 
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among the several States or between the District of Columbia or any 
Territory of the United States and any State or other Territory, or 
between any foreign country and any State, Territory, or the District 
of Columbia, or within the District of Columbia. 

(8) The term “ registration statement” means the statement pro¬ 
vided for in section 6, and includes any amendment thereto and any 
report, document, or memorandum accompanying such statement or 
incorporated therein by reference. 

(9) The term “ write ” or w written ” shall include printed, litho¬ 
graphed, or any means of graphic communication. I 

(10) The term “ prospectus ” means any prospectus, notice, circular, 
advertisement, letter, or communication, written or by radio, yhich offers 
any security for sale; except that (a) a communication sljiall not be 
deemed a prospectus if it is proved that prior to or at the same time 
with such communication a written prospectus meeting the requirements 
of Section 10 was sent or given to the person to whom the communication 
was made, by the person making such communication or hi^ principal, 
and (b) a notice, circular, advertisement, letter, or communication in 
respect of a security shall not be deemed to be a prospectus jif it states 
from whom a written prospectus meeting the requirements of Section 10 
may be obtained and, in addition, does no more than identify the security, 
state the price thereof, and state by whom orders will be executed. 3 

(11) The term “underwriter” means any person who! has pur¬ 
chased from an issuer with a view to, or sells for an issuer in con¬ 
nection with, the distribution of any security, or participates or has 
a direct or indirect participation in any such undertaking, or par¬ 
ticipates or has a participation in the direct or indirect underwrit¬ 
ing of any such undertaking; but such term shall not include a per¬ 
son whose interest is limited to a commission from an underwriter 
or dealer not in excess of the usual and customary distributors’ or 
sellers’ commission. As used in this paragraph the term “ issuer ” 
shall include, in addition to an issuer, any person directly or indi¬ 
rectly controlling or controlled by the issuer, or any person under 
direct or indirect common control with the issuer. 

(12) The term “ dealer ” means any person who engages either for 
all or part of his time, dVectly or indirectly, as agent, broker, or 
principal, in the business of offering, buying, selling, or otherwise 
dealing or trading in securities issued by another person. 


EXEMPTED SECURITIES 

Sec. 3. (a) Except as hereinafter expressly provided, the provi¬ 
sions of this title shall not apply to any of the following classes of 
securities: 

(1) Any security which, prior to or within sixty days alter the 
enactment of this title, has been sold or disposed of by the issuer or 
bona fide offered to the public, but this exemption shall not ^pply to 

3 “(10) The term ‘prospectus* means any prospectus, notice, circular, advertisement, 
letter, or communication, written or by radio, which offers any security for sale; except 
that (a) a communication shall not be deemed a prospectus if it is proved that prior to 
such communication a written prospectus meeting the requirements of sectiop 10 was 
received, by the person to whom the communication was made, from the person making 
such communication or his principal, and (b) a notice, circular, advertisement, jletter, or 
communication in respect or a security shall not be deemed to be a prospectus if it states 
from whom a written prospectus meeting the requirements of section 10 may bet obtained 
and, in addition, does no more than identify the security, state the price thereof, and 
stale by whom orders will be executed.” 
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any new offering of any such security by an issuer or underwriter 
subsequent to such sixty days; 

(2) Any security issued or guaranteed by the United States or any 
Territory thereof, or by the District of Columbia, or by any State of the 
United States, or by any political subdivision of a State or Territory, or 
by any public instrumentality of one or more States or Territories, or by 
any person controlled or supervised by and acting as an instrumentality 
of the Government of the United States pursuant to authority granted by 
the Congress of the United States, or any certificate of deposit for any of 
the foregoing, or any security issued or guaranteed by any national bank, 
or by any banking institution organized under the laws of any State or 
Territory or the District of Columbia, the business of which is sub¬ 
stantially confined to banking and is supervised by the State or Territorial 
banking commission or similar official; or any security issued by or rep¬ 
resenting an interest in or a direct obligation of a Federal Reserve Bank; 4 

(3) Any note, draft, bill of exchange, or bankers’ acceptance 
which arises out of a current transaction or the proceeds of which 
have been or are to be used for current transactions, and which has 
a maturity at the time of issuance of not exceeding nine months, 
exclusive of days of grace, or any renewal thereof the maturity of 
which is likewise limited; 

(4) Any security issued by a person 6 organized and operated ex¬ 
clusively for religious, educational, benevolent, fraternal, charitable, 
or reformatory purposes and not for pecuniary profit, and no part 
of the net earnings of which inures to the benefit oi any person, 
private stockholder, or individual: 

(5) Any security issued by a building and loan association, home¬ 
stead association, savings and loan association, or similar institution, 
substantially all the business of which is confined to the making oi 
loans to members (but the foregoing exemption shall not apply with 
respect to any such security where the issuer takes from the total 
amount paid or deposited by the purchaser, by way of anv fee, cash 
value or other device whatsoever, either upon termination of the 
investment at maturity or before maturity, an aggregate amount in 
excess of 3 per centum of the face value of such security), or any 
security issued by a farmers’ cooperative association as defined in 
paragraphs (12), (13), and (14) of section 103 of the Revenue Act 
of 1932; 

(6) Any security issued by a common carrier which is subject to 
the provisions of section 20a of the Interstate Commerce Act, as 
amended ; 

(7) Certificates issued by a receiver or by a trustee in bankruptcy, 
with the approval of the court; 

(8) Any insurance or endowment policy or annuity contract or 
optional annuity contract, issued by a corporation subject to the 


4 ** (2) Any security issued or guaranteed by the United States or any Territory thereof, 
or by the District of Columbia, or by any State of the United States, or bv any political 
subdivision of a State or Territory, or by any public instrumentality of one or more 
States or Territories! exercising an essential governmental function, or bv any corporation 
created and controlled or supervised by and acting as an instrumentality of the Govern¬ 
ment of the United States pursuant to authority granted by the Congress of the United 
States, or by any national bank, or by any banking institution organized under tbe laws 
of any State or Territory, the business of which is substantial confined to banking and 
is supervised by the State or territorial hanking commission or similar official; or any 
security issued by or representing an interest in or a direct obligation of & Federal 
reserve bank; ” 

* ** Corporation.** 
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supervision of the insurance commissioner, bank commissioner, or 
any agency or officer performing like functions, of any State or 
Territory of the United States or the District of Columbif; 

(9) Any security exchanged by the issuer with its existing security 
holders exclusively where no commission or other remuneration is paid or 
given directly or indirectly for soliciting such exchange; ] 

(10) Any security which is issued in exchange for one or more bona 
fide outstanding securities, claims or property interests, or partly in such 
exchange and partly for cash, where the terms and conditions of such 
issuance and exchange are approved, after a hearing upon tte fairness 
of such terms and conditions at which all persons to whom it }s proposed 
to issue securities in such exchange shall have the right to appear, by 
any court, or by any official or agency of the United States, lor by any 
State or Territorial banking or insurance commission or oth^r govern¬ 
mental authority expressly authorized by law to grant such hpproval; 8 

(11) Any security which is a part of an issue sold only to persons 
resident within a single State or Territory, where the issuef of such 
security is a person resident and doing business within, or, if a cor¬ 
poration, incorporated by and doing business within, such State or 
Territory. 7 

(b) The Commission may from time to time by its rules 4nd regu¬ 
lations, and subject to such terms and conditions as may be prescribed 
therein, add any class of securities to the securities exempted as pro¬ 
vided in this section, if it finds that the enforcement of this title with 
respect to such securities is not necessary in the public interest and 
for the protection of investors by reason of the small amount in¬ 
volved or the limited character of the public offering; but no issue 
of securities shall be exempted under this subsection where tl^e aggre¬ 
gate amount at which such issue is offered to the public exceeds 
$ 100 , 000 . 


EXEMPTED TRANSACTIONS 


Sec. 4. The provisions of section 5 shall not apply to any of the 
following transactions: i 

(1) Transactions by any person other than an issuer, underwriter, or 
dealer; transactions by an issuer not involving any public offering; or 
transactions by a dealer (including an underwriter no longer acting as 
an underwriter in respect of the security involved in such transaction), 
except transactions within one year after the first date upon w^ich the 
security was bona fide offered to the public by the issuer or by or ^hrough 
an underwriter (excluding in the computation of such year any time 
during which a stop order issued under section 8 is in effect as to 
the security), and except transactions as to securities constituting the 


“The first clause of tbo following former Sec. 4 (3) has been replaced by Sec. 31 (a) (9) 
and the second clause by Sec. 8 (a) (10) : “(3) The issuance of a security of [a person 


creditors of a corporation in the process of a bona fide reorganization of such corpora¬ 
tion under the supervision of any court, either in exchange for the securities of such 
security holders or claims of such creditors or partly for cash and partly in exchange 
for the securities or claims of such security holders or creditors.” 

7 The following former Sec. 5 (c) has been supplanted by Sec. 3 (a) (11) : ‘1(c) The 
provisions of this section relating to the use of tne mails shall not apply to tbd sale of 
anv security where the issue of which it is a part is sold only to persons resident within 
a single State or Territory, where the issuer of such securities is a person resident and 
doing business within, or, if a corporation, incorporated by and doing business within, 
such State or Territory.” 
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whole or a part of an unsold allotment to or subscription by such dealer 
as a participant in the distribution of such securities by the issuer or by 
or through an underwriter. 8 

(2) Brokers’ transactions, executed upon customers’ orders on any 
exchange or in the open or counter market, but not the solicitation 
of such orders. 

PROHIBITIONS RELATING TO INTERSTATE COMMERCE AND THE MAILS 

Sec. 5. (a) Unless a registration statement is in effect as to a 
security, it shall be unlawful for any person, directly or indirectly— 

(1) to make use of any means or instruments of transporta¬ 
tion or communication in interstate commerce or of the mails 
to sell or offer to buy such security through the use or medium 
of any prospectus or otherwise; or 

(2) to carry or cause to be carried through the mails or in 
interstate commerce, by any means or instruments of transporta¬ 
tion, any such security for the purpose of sale or for delivery 
after sale. 

(b) It shall be unlawful for any person, directly or indirectly— 

(1) to make use of any means or instruments of transportation 
or communication in interstate commerce or of the mails to 
carry or transmit any prospectus relating to any security regis¬ 
tered under this title, unless such prospectus meets the require¬ 
ments of section 10; or 

(2) to carry or to cause to be carried through the mails or in 
interstate commerce any such security for the purpose of sale or 
for delivery after sale, unless accompanied or preceded by a 
prospectus that meets the requirements of section 10. 

REGISTRATION OF SECURITIES AND SIGNING OF REGISTRATION STATEMENT 

Sec. 6 . (a) Any security may be registered with the Commission 
under the terms and conditions hereinafter provided, by filing a regis¬ 
tration statement in triplicate, at least one of which shall be signed by 
each issuer, its principal executive officer or officers, its principal 
financial officer, its comptroller or principal accounting officer, and 
the majority of its board of directors or persons performing similar 
functions (or, if there is no board of directors or persons performing 
similar functions, by the majority of the persons or board having the 
power of management of the issuer), and in case the issuer is a 
foreign or Territorial person by its duly authorized representative in 
the United States; except that when such registration statement 
relates to a security issued by a foreign government, or political sub¬ 
division thereof, it need be signed only by the underwriter of such 
security. Signatures of all such persons when written on the said 
registration statements shall be presumed to have been so written by 

8 “(1) Transactions by any person other than an issuer, underwriter, or dealer; trans¬ 
actions by an issuer not with or through an underwriter and not involving any public 
offering; or transactions by a dealer (including an underwriter no longer acting as an 
underwriter in respect of the security involved in such transaction). except transactions 
within one year after the last date upon which the security was bona fide offered to 
the public by the issuer or by or through an underwriter (excluding in the computation 
of such year any time during which a stop order issued under section 8 is in effect as to 
the security), and except transactions as to securities constituting the whole or a part 
of an unsold allotment to or subscription by such dealer as a participant in the distri¬ 
bution of such securities by the issuer or by or through an underwriter.” 
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authority of the person whose signature is so affixed and the burden 
of proof, in the event such authority shall be denied, shall be upon 
the party denying the same. The affixing of any signajure without 
the authority of the purported signer shall constitute a violation of 
this title. A registration statement shall be deemed effective only as 
to the securities specified therein as proposed to be offeredl. 

(b) At the time of filing a registration statement thje applicant 
shall pay to the Commission a fee of one one-hundredth of 1 per 
centum of the maximum aggregate price at which such securities are 
proposed to be offered, but in no case shall fee be les^ than $25. 

(c) The filing with the Commission of a registration statement, or 
of an amendment to a registration statement, shall be deemed to have 
taken place upon the receipt thereof, but the filing of a registration 
statement shall not be deemed to have taken place unless it is accom¬ 
panied by a United States postal money order or a certified bank 
check or cash for the amount of the fee required under subsection (b). 

(d) The information contained in or filed with any registration 

statement shall be made available to the public under such regulations 
as the Commission may prescribe, and copies thereof, photostatic or 
otherwise, shall be furnished to every applicant at such reasonable 
charge as the Commission may prescribe. | 

(e) No registration statement may be filed within the first forty 

days following the enactment of this Act. | 

INFORMATION REQUIRED IN REGISTRATION STATEMENT 

Sec. 7. The registration statement, when relating to a security 
other than a security issued by a foreign government, or | political 
subdivision thereof, shall contain the information, and bi accom¬ 
panied by the documents, specified in Schedule A, and when! relating 
to a security issued by a foreign government, or political subdivision 
thereof, shall contain the information, and be accompanied by the 
documents, specified in Schedule B; except that the Commission 
may by rules or regulations provide that any such information or 
document need not be included in respect of any class of issuers 
or securities if it finds that the requirement of such information or 
document is inapplicable to such class and that disclosure fully 
adequate for the protection of investors is otherwise required to be 
included within the registration statement. If any accountant, 
engineer, or appraiser, or any person whose professioij gives 
authority to a statement made by him, is named as having prepared 
or certified any part of the registration statement, or is named as 
having prepared or certified a report or valuation for use in con¬ 
nection with the registration statement, the written consent of such 
person shall be filed with the registration statement. If anjy such 
person is named as having prepared or certified a report or valuation 
(other than a public official document or statement) which is used 
in connection with the registration statement, but is not named as 
having prepared or certified such report or valuation for use in 
connection with the registration statement, the written consint of 
such person shall be filed with the registration statement unless the 
Commission dispenses with such filing as impracticable or as involv¬ 
ing undue hardship on the person filing the registration statement. 
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Any such registration statement shall contain such other informa¬ 
tion, and be accompanied by such other documents, as the Com¬ 
mission may by rules or regulations require as being necessary or 
appropriate in the public interest or for the protection of investors. 

TAKING EFFECT OF REGISTRATION STATEMENTS AND AMENDMENTS 

THERETO 

Sec. 8 (a) The effective date of a registration statement shall be 
the twentieth day after the filing thereof, except as hereinafter 
provided, and except that in case of securities of any foreign public 
authority, which has continued the full service of its obligations in 
the United States, the proceeds of which are to be devoted to the 
refunding of obligations payable in the United States, the registra¬ 
tion statement shall become effective seven days after the filing 
thereof. If any amendment to any such statement is filed prior 
to the effective date of such statement, the registration statement 
shall be deemed to have been filed when such amendment was filed; 
except that an amendment filed with the consent of the Commission, 
prior to the effective date of the registration statement, or filed 
pursuant to an order of the Commission, shall be treated as a part 
of the registration statement. 

(b) If it appears to the Commission that a registration statement 
is on its face incomplete or inaccurate in any material respect, the 
Commission may, after notice by personal service or the sending of 
confirmed telegraphic notice not later than ten days after the filing 
of the registration statement, and opportunity for hearing (at a 
time fixed by the Commission) within ten days after such notice by 
personal service or the sending of such telegraphic notice, issue an 
order prior to the effective date of registration refusing to permit 
such statement to become effective until it has been amended in 
accordance with such order. When such statement has been 
amended in accordance with such order the Commission shall so 
declare and the registration shall become effective at the time 
provided in subsection (a) or upon the date of such declaration, 
whichever date is the later. 

(c) An amendment filed after the effective date of the registration 
statement, if such amendment, upon its face, appears to the Com¬ 
mission not to be incomplete or inaccurate in any material respect, 
shall become effective on such date as the Commission may deter¬ 
mine, having due regard to the public interest and the protection 
of investors. 

(d) If it appears to the Commission at any time that the registra¬ 
tion statement includes any untrue statement of a material fact or 
omits to state any material fact required to be stated therein or 
necessary to make the statements therein not misleading, the Com¬ 
mission may, after notice by personal service or the sending of 
confirmed telegraphic notice, and after opportunity for hearing (at 
a time fixed By the Commission) within fifteen days after such 
notice by personal service or the sending of such telegraphic notice, 
issue a stop order suspending the effectiveness of the registration 
statement. When such statement has been amended in accordance 
with such stop order the Commission shall so declare and thereupon 
the stop order shall cease to be effective. 


» 
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(e) The Commission is hereby empowered to make ap examina¬ 

tion in any case in order to determine whether a stop order should 
issue under subsection (d). In making such examination the Com¬ 
mission or any officer or officers designated by it shall fiave access 
to and may demand the production of any books and papers of, and 
may administer oaths and affirmations to and examine, the issuer, 
underwriter, or any other person, in respect of any matter relevant 
to the examination, and may, in its discretion, require the production 
of a balance sheet exhibiting the assets and liabilities of [the issuer, 
or its income statement, or both, to be certified to by a public or 
certified accountant approved by the Commission. If the issuer 
or underwriter shall fail to cooperate, or shall obstruct or refuse 
to permit the making of an examination, such conduct shall be 
proper ground for the issuance of a stop order. I 

(f) Any notice required under this section shall be Sent to or 
served on the issuer, or, in case of a foreign government or political 
subdivision thereof, to or on the underwriter, or, in the case of a 
foreign or Territorial person, to or on its duly authorized representa¬ 
tive in the United States named in the registration statement, prop¬ 
erly directed in each case of telegraphic notice to the addtess given 
in such statement. 

COURT REVIEW OF ORDERS 

Sec. 9. (a) Any person aggrieved by an order of the Commission 
may obtain a review of such order in the Circuit Court of Appeals 
of the United States, within any circuit wherein such person resides 
or has his principal place of business, or in the Court of A ppeals of 
the District of Columbia, by filing in such court, within sixty days 
after the entry of such order, a written petition praying that the 
order of the Commission be modified or be set aside in wh^le or in 
part. A copy of such petition shall be forthwith served upon the 
Commission, and thereupon the Commission shall certify arid file in 
the court a transcript of the record upon which the order complained 
of was entered. No objection to the order of the Commission shall 
be considered by the court unless such objection shall have be^n urged 
before the Commission. The finding of the Commission as to the 
facts, if supported by evidence, shall be conclusive. If either party 
shall apply to the court for leave to adduce additional evidence, and 
shall show to the satisfaction of the court that such additional evi¬ 
dence is material and that there were reasonable grounds for failure 
to adduce such evidence in the hearings before the Commission, the 
court may order such additional evidence to be taken beiore the 
Commission and to be adduced upon the hearing in such manner 
and upon such terms and conditions as to the court may seem (proper. 
The Commission may modify its findings as to the facts, by reason 
of the additional evidence so taken, and it shall file such nkodified 
or new findings, which, if supported by evidence, shall be conclu¬ 
sive, and its recommendation, if any, for the modification or (setting 
aside of the original order. The jurisdiction of the court shall be 
exclusive and its judgment and decree, affirming, modifying, or set¬ 
ting aside, in whole or in part, any order of the Commission, shall 
be final, subject to review bv the Supreme Court of the pnited 
States upon certiorari or certification as provided in sections 2^9 and 

85017°—34-2 
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240 of the Judicial Code, as amended (U.S.C., title 28, secs. 346 
and 347). 

(b) The commencement of proceedings under subsection (a) shall 
not, unless specifically ordered by the court, operate as a stay of the 
Commission’s order. 

INFORMATION REQUIRED IN PROSPECTUS 

Sec. 10. (a) A prospectus— 

(1) when relating to a security other than a security issued 
by a foreign government or political subdivision thereof, shall 
contain the same statements made in the registration statement, 
but it need not include the documents referred to in paragraphs 
(28) to (32), inclusive, of Schedule A; 

(2) when relating to a security issued by a foreign govern¬ 
ment or political subdivision thereof shall contain the same 
statements made in the registration statement, but it need not 
include the documents referred to in paragraphs (13) and (14) 
of Schedule B. 

(b) Notwithstanding the provisions of subsection (a) — 

(1) When a prospectus is used more than thirteen months after 
the effective date of the registration statement, the information in 
the statements contained therein shall be as of a date not more than 
twelve months prior to such nse, so far as snch information is known 
to the user of snch prospectus or can be furnished by such user with¬ 
out unreasonable effort or expense. 9 

(2) there may be omitted from any prospectus any of the 
statements required under such subsection (a) which the Com¬ 
mission may by rules or regulations designate as not being neces¬ 
sary or appropriate in the public interest or for the protection 
of investors. 

(3) any prospectus shall contain such other information as the 
Commission may by rules or regulations require as being neces¬ 
sary or appropriate in the public interest or for the protection 
of investors. 

(4) in the exercise of its powers under paragraphs (2) and 

(3) of this subsection, the Commission shall have authority to 
classify prospectuses according to the nature and circumstances 
of their use, and, by rules and regulations and subject to such 
terms and conditions as it shall specify therein, to prescribe as 
to each class the form and contents which it may find appropri¬ 
ate to such use and consistent with the public interest and the 
protection of investors. 

(c) The statements or information required to be included in a 
prospectus by or under authority of subsection (a) or (b), when 
written, shall be placed in a conspicuous part of the prospectus in 
type as large as that used generally in the body of the prospectus. 

(d) In any case where a prospectus consists of a radio broadcast, 
copies thereof shall be filed with the Commission under such rules 
and regulations as it shall prescribe. The Commission may by 


»“(1) when a prospectus is used more than thirteen months after the effective date of 
the registration statement, the information in the statements contained therein shall be 
as of a date not more than twelve months prior to such use.** 
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rules and regulations require the filing with it of forms and prospec¬ 
tuses used in connection with the sale of securities registered under 
this title. 

CIVIL LIABILITIES ON ACCOUNT OF FALSE REGISTRATION STATEMENT 

Sec. 11. (a) In case any part of the registration statement, when 
such part became effective, contained an untrue statement of a 
material fact or omitted to state a material fact required to be stated 
therein or necessary to make the statements therein not misleading, 
any person acquiring such security (unless it is proved ihat at the 
time of such acquisition he knew of such untruth or omission) may, 
either at law' or in equity, in any court of competent jurisdiction, 
sue— 

(1) every person who signed the registration statement; 

(2) every person who was a director of (or person] perform¬ 

ing similar functions) or partner in, the issuer at the t^me of the 
filing of the part of the registration statement with irespect to 
which his liability is asserted; I 

(3) every person who, with his consent, is nam^d in the 
registration statement as being or about to become aj director, 
person performing similar functions, or partner; 

(4) everv accountant, engineer, or appraiser, or any person 
w'hose profession gives authority to a statement mad^ by him, 
who has w'ith his consent been named as having prepared or 
certified any part of the registration statement, or as having 
prepared or certified any report or valuation which is used in 
connection wfith the registration statement, with respect to the 
statement in such registration statement, report, or valuation, 
which purports to have been prepared or certified by Him. 

(5) every underwriter with respect to such security.] 

If such person acquired the security after the issuer has made 
generally available to its security holders an earning statement cov¬ 
ering a period of at least twelve months beginning after the effec¬ 
tive date of the registration statement, then the right of recovery 
under this subsection shall be conditioned on proof that such person 
acquired the security relying upon such untrue statement in the 
registration statement or relying upon the registration statement 
and not knowing of such omission, but such reliance may be estab¬ 
lished without proof of the reading of the registration statement by 
such person. 

(b) Notwithstanding the provisions of subsection (a) no person, 
other than the issuer, shall be liable as provided therein wl^o shall 
sustain the burden of proof— 

(1) that before the effective date of the part of the registra¬ 
tion statement wuth respect to w'hich his liability is asserted (A) 
he had resigned from or had taken such steps as are permitted by 
law' to resign from, or cease or refused to act in, every office, 
capacity, or relationship in which he w'as described in the regis¬ 
tration statement as acting or agreeing to act, and (B) he had 
advised the Commission and the issuer in waiting that he had 
taken such action and that he would not be responsible for such 
part of the registration statement; or 
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(2) that if such part of the registration statement became 
effective without his knowledge, upon becoming aware of such 
fact he forthwith acted and advised the Commission, in accord¬ 
ance with paragraph (1), and, in addition, gave reasonable 
public notice that such part of the registration statement had 
become effective without his knowledge; or 

(3) that (A) as regards any part of the registration state¬ 
ment not purporting to be made on the authorit} 7 of an expert, 
and not purporting to be a copy of or extract from a report 
or valuation of an expert, and not purporting to be made on 
the authority of a public official document or statement, he had, 
after reasonable investigation, reasonable ground to believe and 
did believe, at the time such part of the registration statement 
became effective, that the statements therein were true and that 
there was no omission to state a material fact required to be stated 
therein or necessary to make the statements therein not mis- 
leading; and (B) as regards any part of the registration state¬ 
ment purplorting to be made upon his authority as an expert 
or purporting to be a copy of or extract from a report or 
valuation of himself as an expert, (i) he had, after reasonable 
investigation, reasonable ground to believe and did believe, at 
the time such part of the registration statement became effective, 
that the statements therein were true and that there* was no 
omission to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading, or 
(ii) such part of the registration statement did not fairly rep¬ 
resent his statement as an expert or was not a fair copy of 
or extract from his report or valuation as an expert; and 
(C) as regards any part of the registration statement purporting 
to be made on the authority of an expert (other than himself) or 
purporting to be a copy of or extract from a report or valuation of 
an expert (other than himself), he had no reasonable ground to 
believe and did not believe, at the time such part of the registration 
statement became effective, that the statements therein were untrue 
or that there was an omission to state a material fact required to be 
stated therein or necessary to make the statements therein not mis¬ 
leading, or that such part of the registration statement did not fairly 
represent the statement of the expert or was not a fair copy of or 
extract from the report or valuation of the expert; and (D) as 
regards any part of the registration statement purporting to be a 
statement made by an official person or purporting to be a copy of 
or extract from a public official document, he had no reasonable 
ground to believe and did not believe, at the time such part of the 
registration statement became effective, that the statements therein 
were untrue, or that there was an omission to state a material fact 
required to be stated therein or necessary to make the statements 
therein not misleading, or that such part of the registration state¬ 
ment did not fairly represent the statement made by the official 
person or was not a fair copy of or extract from the public official 
document. 10 


»“(C) as regards any part of the registration statement purporting to be made on the 
authority of an expert (other than himself) or purporting to b« a copy of or extract fron? 
a report or valuation of an expert (other than himself), he had reasonable ground to 
believe and did believe, at the time such part of the registration statement became 
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(c) In determining, for the pnrpose of paragraph (3) <^f subsection 
(b) of this section, what constitutes reasonable investigation and reason¬ 
able ground for belief, the standard of reasonableness sl^all be that 
required of a prudent man in the management of his own property. 11 

(d) If any person becomes an underwriter with reslpect to the 

security after the part of the registration statement with respect to 
which his liability is asserted has become effective, then f(or the pur¬ 
poses of paragraph (3) of subsection (b) of this section such part 
of the registration statement shall be considered as having become 
effective with respect to such person as of the time when| he became 
an underwriter. | 

(e) The suit authorized under subsection (a) may be to recover such 
damages as shall represent the difference between the amount paid for 
the security (not exceeding the price at which the security was offered to 
the public) and (1) the value thereof as of the time such suit v[as brought, 
or (2) the price at which such security shall have been disposed of in the 
market before suit, or (3) the price at which such security shall have 
been disposed of after suit but before judgment if such damages shall be 
less than the damages representing the difference between the amount 
paid for the security (not exceeding the price at which the security was 
offered to the public) and the value thereof as of the time such suit was 
brought: Provided, that if the defendant proves that any portion or all 
of such damages represents other than the depreciation in val|ue of such 
security resulting from such part of the registration statement, with 
respect to which his liability is asserted, not being true or olmitting to 
state a material fact required to be stated therein or necessary to make 
the statements therein not misleading, such portion of or all suqh damages 
shall not be recoverable. In no event shall any underwriter (linless such 
underwriter shall have knowingly received from the issuer for acting as 
an underwriter some benefit, directly or indirectly, in which all other 
underwriters similarly situated did not share in proportion t<j> their re¬ 
spective interests in the underwriting) be liable in any suit or as a con¬ 
sequence of suits authorized under subsection (a) for damages] in excess 
of the total price at which the securities underwritten by hiiji and dis¬ 
tributed to the public were offered to the public. In any suit under 
this or any other section of this title the court may, in its discretion, 
require an undertaking for the payment of the costs of such suit, includ¬ 
ing reasonable attorney’s fees, and if judgment shall be rendered against 
a party litigant, upon the motion of the other party litigant, ^uch costs 
may be assessed in favor of such party litigant (whether or no^ such un¬ 
dertaking has been required) if the court believes the suit or the defense 
to have been without merit, in an amount sufficient to reimburse him for 
the reasonable expenses incurred by him, in connection with 4uch suit, 

effective, tliat the statements therein were true and that there was no omission to state 
a material fact required to be stated therein or necessary to make the statements 
therein not misleading, and that such part of the registration statement fairly repre¬ 
sented the statement of the expert or was a fair copy of or extract from th^? import or 
valuation of the expert; and (D) as regards any part of the registration statement pur¬ 
porting to be a statement made by an official person or purporting to be a |copy of or 
extract from a public official document, he had reasonable ground to believe and did 
believe, at the time such part of the registration statement became effective, that the 
statements therein were true, and that there was no omission to state a material fact 
required to be stated therein or necessary to make the statements therein not Misleading, 
and that such part of the registration statement fairly represented the statement made 
by the official person or was a fair copy of ot extract from the public official document.” 

11 “(c) In determining for the purpose of paragraph (3) of subsection (b) of this 
section, what constitutes reasonable investigation and reasonable gound for belief, the 
standard of reasonableness shall be that required of a person occupying a fiduciary 
relationship.” 
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such costs to be taxed in the manner nsnally provided for taxing of costs 
in the conrt in which the suit was heard. 12 

(f) All or any one or more of the persons specified in subsection 
(a) shall be jointly and severally liable, and every person who be¬ 
comes liable to make any payment under this section may recover 
contribution as in cases of contract from any person who, if sued 
separately, would have been liable to make the same payment, unless 
the person who has become liable was, and the other was not, guilty 
of fraudulent misrepresentation. 

(g) In no case shall the amount recoverable under this section 
exceed the price at which the security was offered to the public. 

CIVIL LIABILITIES ARISING IN CONNECTION WITH PROSPECTUSES AND 

COMMUNICATIONS 

Sec. 12. Any person who— 

(1) sells a security in violation of section 5, or 

(2) sells a security (whether or not exempted by the provi¬ 
sions of section 3, other than paragraph (2) of subsection 
(a) thereof), by the use of any means or instruments of trans¬ 
portation or communication in interstate commerce or of the 
mails, by means of a prospectus or oral communication, which 
includes an untrue statement of a material fact or omits to state 
a material fact necessary in order to make the statements in the 
light of the circumstances under which they were made, not 
misleading (the purchaser not knowing of such untruth or omis¬ 
sion), and who shall not sustain the burden of proof that he did 
not know, and in the exercise of reasonable care could not have 
known, of such untruth or omission. 

shall be liable to the person purchasing such security from him, who 
may sue either at law or in equity in any court of competent juris¬ 
diction, to recover the consideration paid for such security with 
interest thereon, less the amount of any income received thereon, 
upon the tender of such security, or for damages if he no longer owns 
the securitv. 

LIMITATION OF ACTIONS 

Sec. 13. No action shall be maintained to enforce any liability created 
under section 11 or section 12 (2) unless brought within one year after 
the discovery of the untrue statement or the omission, or after such dis¬ 
covery should have been made by the exercise of reasonable diligence, or, 
if the action is to enforce a liability created under section 12 (1), unless 
brought within one year after the violation upon which it is based. In 
no event shall any such action be brought to enforce a liability created 
under section 11 or section 12 (1) more than three years after the 
security was bona fide offered to the public, or under section 12 (2) 
more than three years after the sale. 13 

12 “(e) The suit authorized under subsection (a) may be either (1) to recover the 
consideration paid for such security with Interest thereon, less the amount of any 
income received thereon, upon the tender of such security, or (2) for damages if the 
person suing no longer owns the security.” 

13 “ Sec. 13. No action shall be maintained to enforce any liability created under section 

11 or section 12 (2) unless brought within two years after the discovery of the untrue 
statement or the omission, or after such discovery should have been made by the exercise 
of reasonable diligence, or. if the action is to enforce a liability created under section 

12 (1). unless brought within two years after the violation upon which it is based. In 
no event shall any such action be brought to enforce a liability created under section 
11 or section 12 (1) more than ten years after the security was bona fide offered to 
the public.” 
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CONTRARY STIPULATIONS VOID 

Sec. 14. Any condition, stipulation, or provision binding any per¬ 
son acquiring any security to waive compliance with any provision 
of this title or of the rules and regulations of the Commission shall 
be void. 

LIABILITY OF CONTROLLING PERSONS 

Sec. 15. Every person who, by or through stock ownership, agency, 
or otherwise, or who, pursuant to or in connection with an agree¬ 
ment or understanding with one or more other persons by or through 
stock ownership, agency, or otherwise, controls any person liable 
under section 11 or 12, shall also be liable jointly and severally with 
and to the same extent as such controlled person to any person to 
whom such controlled person is liable, unless the controlling person 
had no knowledge of or reasonable grounds to believe in the fexistenee of 
the facts by reason of which the liability of the controlled person is 
alleged to exist. 

ADDITIONAL REMEDIES 

Sec. 16. The rights and remedies provided by this title shall be in 
addition to any and all other rights and remedies that may exist at 
law or in equity. 

FRAUDULENT INTERSTATE TRANSACTIONS 

Sec. 17. (a) It shall be unlawful for any person in the sale of any 
securities by the use of any means or instruments of transportation 
or communication in interstate commerce or by the use of the mails, 
directly or indirectly— 

(1) to employ any device, scheme, or artifice to defraud, or 

(2) to obtain money or property by means of any untrue 
statement of a material fact or any omission to state a material 
fact necessary in order to make the statements made, in the light 
of the circumstances under which they were made, nc|t mislead¬ 
ing, or 

(3) to engage in any transaction, practice, or course of busi¬ 
ness which operates or would operate as a fraud or deceit upon 
the purchaser. 

(b) It shall be unlawful for any person, by the use of any means 
or instruments of transportation or communication in interstate 
commerce or by the use of the mails, to publish, give publicity to, 
or circulate any notice, circular, advertisement, newspaper, article, 
letter, investment service, or communication which, though not 
purporting to offer a security for sale, describes such security for a 
consideration received or to be received, directly or indirectly, from 
an issuer, underwriter, or dealer, without fully disclosing- the receipt, 
whether past or prospective, of such consideration and the amount 
thereof. 

(c) The exemptions provided in section 3 shall not apply to the 
provisions of this section. 
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STATE CONTROL OF SECURITIES 

Sec. 18. Nothing in this title shall affect the jurisdiction of the 
securities commission (or any agejicv or office performing like func¬ 
tions) of any State or Territory of tne United States, or the District 
of Columbia, over any security or any person. 

SPECIAL POWERS OF COMMISSION 

Sec. 19. (a) The Commission shall have authority from time to 
time to make, amend, and rescind such rules and regulations as may 
be necessary to carry out the provisions of this title, including rules 
and regulations governing registration statements and prospectuses 
for various classes of securities and issuers, and defining accounting, 
technical, and trade terms used in this title. Among other things, the 
Commission shall have authority, for the purposes of this title, to pre¬ 
scribe the form or forms in which required information shall be set 
forth, the items or details to be shown in the balance sheet and earn¬ 
ing statement, and the methods to be followed in the preparation of 
accounts, in the appraisal or valuation of assets and liabilities, in the 
determination of depreciation and depletion, in the differentiation 
of recurring and nonrecurring income, in the differentiation of invest¬ 
ment and operating income, and in the preparation, where the Com¬ 
mission deems it necessary or desirable, of consolidated balance sheets 
or income accounts of any person directly or indirectly controlling 
or controlled by the issuer, or any person under direct or indirect 
common control with the issuer; but insofar as they relate to any 
common carrier subject to the provisions of section 20 of the Inter¬ 
state Commerce Act, as amended, the rules and regulations of the 
Commission with respect to accounts shall not be inconsistent with 
the requirements imposed by the Interstate Commerce Commission 
under authority of such section 20. The rules and regulations of the 
Commission shall be effective upon publication in the manner which 
the Commission shall prescribe. No provision of this title imposing 
any liability shall apply to any act done or omitted in good faith in 
conformity with any rule or regulation of the Commission, notwithstand¬ 
ing that such rule or regulation may, after such act or omission, be 
amended or rescinded or be determined by judicial or other authority to 
be invalid for any reason. 

(b) For the purpose of all investigations which, in the opinion of 
the Commission, are necessary and proper for the enforcement of 
this title, anv member of the Commission or anv officer or officers 
designated by it are empowered to administer oaths and affirmations, 
subpena witnesses, take evidence, and require the production of any 
boots, papers, or other documents which the Commission deems rele¬ 
vant or material to the inquiry. Such attendance of witnesses and 
the production of such documentary evidence may be required from 
any place in the United States or any Territory at any designated 
place of hearing. 
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INJUNCTIONS AND PROSECUTION OF OFFENSES 

Sec. 20. (a) Whenever it shall appear to the Commission, either 
upon complaint or otherwise^ that the provisions of this title, or of 
any rule or regulation prescribed under authority thereofL have been 
or are about to be violated, it may, in its discretion, either) require or 
permit such person to file with it a statement in writing, ijinder oath, 
or otherwise, as to all the facts and circumstances concerning the 
subject matter which it believes to be in the public interest to 
investigate, and may investigate such facts. 

(b) Whenever it shall appear to the Commission that any person 
is engaged or about to engage in any acts or practices which consti¬ 
tute or will constitute a violation of the provisions of this title, or of 
any rule or regulation prescribed under authority thereof, it may in 
its discretion, bring an action in any district court of the United 
States, United States court of any Territory, or the Supreme Court 
of the District of Columbia to enjoin such acts or practices, and 
upon a proper showing a permanent or temporary injunction or 
restraining order shall be granted without bond. The Commission 
may transmit such evidence as may be available concerning such 
acts or practices to the Attorney General who may, in his discretion, 
institute the necessary criminal proceedings under this title. Any 
such criminal proceeding may be brought either in the district 
wherein the transmittal of the prospectus or security complained of 
begins, or in the district wherein such prospectus or security is 
received. 

(c) Upon application of the Commission the district courts of the 
United States, the United States courts of any Territory, and the 
Supreme Court of the District of Columbia, shall also have juris¬ 
diction to issue writs of mandamus commanding any person to com¬ 
ply with the provisions of this title or any order of the Commission 
made in pursuance thereof. 

HEARINGS BY COMMISSION 

Sec. 21. All hearings shall be public and may be held before the 
Commission or an officer or officers of the Commission designated by 
it, and appropriate records thereof shall be kept. 

JURISDICTION OF OFFENSES AND SUITS 

Sec. 22. (a) The district courts of the United States, th^ United 
States courts of any Territory, and the Supreme Court of the District 
of Columbia shall have jurisdiction of offenses and violations under 
this title and under the rules and regulations promulgated! by the 
Commission in respect thereto, and, concurrent with State 4nd Ter¬ 
ritorial courts, of all suits in equity and actions at law brought to 
enforce any liability or duty createci by this title. Any suc^i suit or 
action may be brought in the district wherein the defendant js found 
or is an inhabitant or transacts business, or in the district where the 
sale took place, if the defendant participated therein, and process in 
such cases may be served in any other district of which the defendant 
is an inhabitant or wherever the defendant may be found. Judg- 
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ments and decrees so rendered shall be subject to review as provided 
in sections 128 and 240 of the Judicial Code, as amended (U.S.C., 
title 28, secs. 225 and 347). No case arising under this title and 
brought in any State court of competent jurisdiction shall be re¬ 
moved to any court of the United States. No costs shall be assessed 
for or against the Commission in any proceeding under this title 
brought bv or against it in the Supreme Court or such other courts. 

(b) In case of contumacv or refusal to obey a subpena issued to 
any person, any of the said United States courts, within the juris¬ 
diction of which said person guilty of contumacy or refusal to obey 
is found or resides, upon application by the Commission may issue to 
such person an order requiring such person to appear before the Com¬ 
mission, or one of its examiners designated by it, there to produce 
documentary evidence if so ordered, or there to give evidence touch¬ 
ing the matter in question; and any failure to obey such order of 
the court may be punished by said court as a contempt thereof. 

(c) No person shall be excused from attending and testifying or 
from producing books, papers, contracts, agreements, and other 
documents before the Commission, or in obedience to the subpena 
of the Commission or any member thereof or any officer designated 
by it, or in any cause, or proceeding instituted by the Commission, 
on the ground that the testimonv or evidence, documentary or other- 
wise, required of him, may tend to incriminate him or subject him 
to a penalty or forfeiture; but no individual shall be prosecuted or 
subjected to anv penaltv or forfeiture for or on account of anv trans- 
action, matter, or thing concerning which he is compelled, after 
having claimed his privilege against self-incrimination, to testify 
or produce evidence, documentary or otherwise, except that such 
individual so testifying shall not be exempt from prosecution and 
punishment for perjury committed in so testifying. 

UNLAWFUL REPRESENTATIONS 

Sec. 23. Neither the fact that the registration statement for a 
security has been filed or is in effect nor the fact that a stop order is 
not in effect with respect thereto shall be deemed a finding by the 
Commission that the registration statement is true and accurate 
on its face or that it does not contain an untrue statement of fact 
or omit to state a material fact, or be held to mean that the Commis¬ 
sion has in any way passed upon the merits of, or given approval 
to, such security. It shall be unlawful to make, or cause to be made, 
to anv prospective purchaser any representation contrary to the 
foregoing provisions of this section. 

PENALTIES 

Sec. 24. Any person who willfully violates any of the provisions 
of this title, or the rules and regulations promulgated by the Com¬ 
mission under authority thereof, or any person who willfully, in a 
registration statement filed under this title, makes any untrue state¬ 
ment of a material fact or omits to state any material fact required 
to be stated therein or necessary to make the statements therein 
not misleading, shall upon conviction be fined not more than $5,000 
or imprisoned no more than five years, or both. 
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JURISDICTION OF OTHER GOVERNMENT AGENCIES OVER [SECURITIES 

Sec. 25. Nothing in this title shall relieve any person from sub¬ 
mitting to the respective supervisory units of the Government of 
the United States information, reports, or other documents that 
are now or may hereafter be required by any provision pf law. 

SEPARABILITY OF PROVISIONS 

I 

Sec. 26. If any provision of this Act, or the application of such 

provision to any person or circumstance, shall be held! invalid, the 

remainder of this Act, or the application of such provision to persons 

or circumstances other than those as to which it is held Invalid, shall 

not be affected therebv. I 

%/ 

Sec. 27. Upon the expiration of sixty days after the dat^ upon which 
a majority of the members of the securities and exchange commission 
appointed under Section 4 of Title I of this act have qualified and taken 
office, all powers, duties and functions of the Federal Trade Commission 
under the Secutities Act of 1933 shall be transferred to iuch commis¬ 
sion, together with all property, books, records and unexpended balances 
of appropriations used by or available to the Federal Trad^ Commission 
for carrying out its functions under the Securities Act of 1933. All 
proceedings, hearings or investigations commenced or pendiiig before the 
Federal Trade Commssion arising under the Securities Act of 1933 shall 
be continued by the Securities and Exchange Commission. All orders, 
rules and regulations which have been issued by the Federal Trade 
Commission under the Securities Act of 1933 and which are iiji effect shall 
continue in effect until modified, superseded, revoked, or repealed. All 
rights and interests accruing or to accrue under the Securities Act of 
1933, or any provision of any regulation relating to, or otit of action 
taken by, the Federal Trade Commission under such act, shall be fol¬ 
lowed in all respects and may be exercised and enforced. 

Sec. 28. The commission is authorized and directed to m^ke a study 
and investigation of the work, activities, personnel and functions of pro¬ 
tective and reorganization committees in connection with the reorganiza¬ 
tion, readjustment, rehabilitation, liquidation, or consolidation of persons 
and properties and to report the result of its studies and investigations 
and its recommendations to the Congress on or before January 3, 1936. 14 

SCHEDULE A 

(1) The name under which the issuer is doing or intends to do 
business; 

(2) the name of the State or other sovereign power uijder which 

the issuer is organized; I 

(3) the location of the issuer’s principal business office, and if the 
issuer is a foreign or territorial person, the name and address of its 
agent in the United States authorized to receive notice; 

(4) the names and addresses of the directors or persons performing 
similar functions, and the chief executive, financial and Accounting 
officers, chosen or to be chosen if the issuer be a corporatioji, associa- 

14 Secs. 27 and 28 are Secs. 210 and 211. Title II, of Securities Exchange |Act of 1934, 
approved June 6, 1934, effective July 1, 1934. 
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tion, trust, or other entity; of all partners, if the issuer be a partner¬ 
ship; and of the issuer, if the issuer be an individual; and of the 
promoters in the ease of a business to be formed, or formed within 
two years prior to the filing of the registration statement; 

( 5 ) the names and addresses of the underwriters; 

(6) the names and addresses of all persons, if any, owning of 
record or beneficially ? if known, more than 10 per centum of any 
class of stock of the issuer, or more than 10 per centum in the ag¬ 
gregate of the outstanding stock of the issuer as of a.date within 
twenty days prior to the filing of the registration statement; 

(T) the amount of securities of the issuer held by any person 
specified in paragraphs (4), (5), and (6) of this schedule, as of a 
date within twenty days prior to the filing of the registration state¬ 
ment, and, if possible, as of one year prior thereto, and the amount 
of the securities, for which the registration statement is filed, to 
which such persons have indicated their intention to subscribe; 

(8) the general character of the business actually transacted or 
to be transacted by the issuer; 

(9) a statement of the capitalization of the issuer, including the 
authorized and outstanding amounts of its capital stock and the pro¬ 
portion thereof paid up, the number and classes of shares in which 
such capital stock is divided, par value thereof, or if it has no par 
value, the stated or assigned value thereof, a description of the 
respective voting rights, preferences, conversion and exchange rights, 
rights to dividends, profits, or capital of each class, with respect to 
each other class, including the retirement and liquidation rights or 
values thereof; 

(10) a statement of the securities, if any, covered by options out¬ 
standing or to be created in connection with the security to be 
offered, together with the names and addresses of all persons, if 
any, to be allotted more than 10 per centum in the aggregate of such 
options; 

(11) the amount; of capital stock of each class issued or included 
in the shares of stock to be offered; 

(12) the amount of the funded debt outstanding and to be created 
by the security to be offered, with a brief description of the date, 
maturity, and character of such debt, rate of interest, character of 
amortization provisions, and the security, if any, therefor. If sub¬ 
stitution of any security is permissible, a summarized statement of 
the conditions under which such substitution is permitted. If substi¬ 
tution is permissible without notice, a specinc statement to that 
effect; 

(13) the specific purposes in detail and the approximate amounts 
to be devoted to such purposes, so far as determinable, for which 
the security to be offered is to supply funds, and if the funds are 
to be raised in part from other sources, the amounts thereof and the 
sources thereof, shall be stated; 

(14) the remuneration, paid or estimated to be paid, by the issuer 
or its predecessor, directly or indirectly, during the past year and 
ensuing year to (a) the directors or persons performing similar func¬ 
tions, and (b) its officers and other persons, naming them wherever 
such remuneration exceeded $25,000 during any such year; 

(15) the estimated net proceeds to be derived from the security 
to De offered; 
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(16) the price at which it is proposed that the security shall be 

offered to the public or the method by which such price is computed 
and any variation therefrom at which any portion of iuch security 
is proposed to be offered to any persons or classes of plersons, other 
than the underwriters, naming them or specifying t(he class. A 
variation in price may be proposed prior to the date df the public 
offering of the security, but the Commission shall impiediately be 
notified of such variation; | 

(17) all commissions or discounts paid or to be paid, directly 
or indirectly, by the issuer to the underwriters in respect of the sale 
of the security to be offered. Commissions shall include all-cash, 
securities, contracts, or anything else of value, paid, to be set aside, 
disposed of, or understandings with or for the benefit (j>f any other 
persons in which anv underwriter is interested, made! in connec¬ 
tion with the sale of such security. A commission pajid or to be 
paid in connection with the sale of such security by a person in which 
the issuer has an interest or which is controlled or directed by, or 
under common control with, the issuer shall be deemed tb have been 
paid by the issuer. Where any such commission is paid the amount 
of such commission paid to each underwriter shall be stated; 

(18) the amount or estimated amounts, itemized in reasonable 
detail, of expenses, other than commissions specified in paragraph 
(17) of this schedule, incurred or borne by or for the | account of 
the issuer in connection with the sale of the security tcj be offered 
or properly chargeable thereto, including legal, engineering, cer¬ 
tification, authentication, and other charges; 

(19) the net proceeds derived from any security sold by the issuer 
during the two years preceding the filing of the registration state¬ 
ment, the price at which such security was offered to the public, 
and the names of the principal underwriters of such security; 

(20) any amount paid within two years preceding the filing of 
the registration statement or intended to be paid to an^ promoter 
and the names of the principal underwriters of such security; 

(21) the names and addresses of the vendors and thb purchase 
price of any property, or good will, acquired or to be acquired, not 
in the ordinary course of business, which is to be defrayeq in whole 
or in part from the proceeds of the security to be offered, tjhe amount 
of any commission payable to any person in connection with such 
acquisition, and the name or names of such person or persons, to¬ 
gether with any expense incurred or to be incurred in connection 
with such acquisition, including the cost of borrowing money to 
finance such acquisition; 

(22) full particulars of the nature and extent of the interest, if 
any, of every director, principal executive officer, and of every stock¬ 
holder holding more tnan 10 per centum of any class of stock or 
more than 10 per centum in the aggregate of the stock of the issuer, 
in any property acquired, not in the ordinary course o:f business 
of the issuer, within two years preceding the filing of the| registra¬ 
tion statement or proposed to be acquired at such date; j 

(23) the names and addresses of counsel who have passed on the 

legality of the issue; I 

(24) dates of and parties to, and the general effect concisely 
stated of every material contract made, not in the ordinary course 
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of business, which contract is to be executed in whole or in part at 
or after the filing of the registration statement or which contract 
has been made not more than two years before such filing. Any 
management contract or contract providing* for special bonuses or 
profit-sharing arrangements, and every material patent or contract 
for a material patent right, and every contract by or with a public 
utility company or an affiliate thereof, providing for the giving or 
receiving of technical or financial advice or service (if such contract 
may involve a charge to any party thereto at a rate in excess of 
$2,500 per year in cash or securities or anything else of value), shall 
be deemed a material contract; 

(25) a balance sheet as of a date not more than ninety days prior 
to the date of the filing of the registration statement showing all of 
the assets of the issuer, the nature and cost thereof, whenever deter¬ 
minable, in such detail and in such form as the Commission shall 
prescribe (with intangible items segregated), including any loan in 
excess of $20,000 to any officer, director, stockholder or person 
directlv or indirectly controlling or controlled bv the issuer, or 
person under direct or indirect common control with the issuer. All 
the liabilities of the issuer in such detail and such form as the Com¬ 
mission shall prescribe, including surplus of the issuer showing how 
and from what sources such surplus was created, all as of a date not 
more than ninety days prior to the filing of the registration state¬ 
ment. If such statement be not certified by an independent public 
or certified accountant, in addition to the balance sheet required to 
be submitted under this schedule, a similar detailed balance^ sheet 
of the assets and liabilities of the issuer, certified by an independent 
public or certified accountant, of a date not more than one year prior 
to the filing of tlie registration statement, shall be submitted; 

(2G) a profit and loss statement of the issuer showing earnings 
and income, the nature and source thereof, and the expenses and 
fixed charges in such detail and such form as the Commission shall 
prescribe for the latest fiscal year for which such statement is avail¬ 
able and for the two preceding fiscal years, year by year, or. if such 
issuer has been in actual business for less than three vears, then for 
such time as the issuer has been in actual business, year by year. If 
the date of the filing of the registration statement is more than six 
months after the close of the last fiscal year, a statement from such 
closing date to the latest practicable date. Such statement shall show 
what the practice of the issuer lias been during the three years or 
lesser period as to the character of the charges, dividends or other 
distributions made against its various surplus accounts, and as to 
depreciation, depletion, and maintenance charges, in such detail and 
form as the Commission shall prescribe, and if stock dividends or 
avails from the sale of rights nave been credited to income, they 
shall be shown separately with a statement of the basis upon which 
the credit is computed. Such statement shall also differentiate 
between any recurring and nonrecurring income and between any 
investment and operating income. Such statement shall be certified 
by an independent public or certified accountant; 

(27) if the proceeds, or any part of the proceeds, of the security 
to be issued is to be applied directly or indirectly to the purchase 
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of any business, a profit and loss statement of such business certified 
by an independent public or certified accountant, meeting the re¬ 
quirements of paragraph (26) of this schedule, for the three pre¬ 
ceding fiscal years, together with a balance sheet, similarly certified, 
of such business, meeting the requirements of paragraph (25) oi 
this schedule of a date not more than ninety days prior to the filing 
of the registration statement or at the date such business was acquired 
by the issuer if the business was acquired by the issuer itiore than 
ninety days prior to the filing of the registration statement; 

(28) a copy of any agreement or agreements (or if identic agree¬ 
ments are used the forms thereof) made with any underwriter, in¬ 
cluding all contracts and agreements referred to in paragraph (17) 
of this schedule; 

(29) a copy of the opinion or opinions of counsel in respect to the 
legality of the issue, with a translation of such opinion, when neces¬ 
sary, into the English language; 

(30) a copy of all material contracts referred to in paragraph 
(24) of this schedule, but no disclosure shall be required of any 
portion of any such contract if the Commission determines that 
disclosure of such portion would impair the value of the contract 
and would not be necessary for the protection of the investors; 

(31) unless previously filed and registered under the provisions 
of this title, and brought up to date, (a) a copy of its articles of 
incorporation, with all amendments thereof and of its existing by¬ 
laws or instruments corresponding thereto, whatever the name, if 
the issuer be a corporation; (b) copy of all instruments by which 
the trust is created or declared, if the issuer is a trust; (c) a copy 
of its articles of partnership or association and all other papers 
pertaining to its organization, if the issuer is a partnership, unin¬ 
corporated association, joint-stock company, or anv other 
organization; and 

(32) a copy of the underlying agreements or indentures 
any stock, bonds, or debentures offered or to be offered. 

In case of certificates of deposit, voting trust certificates, Collateral 
trust certificates, certificates of interest or shares in unincorporated 
investment trusts, equipment trust certificates, interim or bther re¬ 
ceipts for certificates, and like securities, the Commission shall 
establish rules and regulations requiring the submission of informa¬ 
tion of a like character applicable to such cases, together xfith such 
other information as it may deem appropriate and necessary regard¬ 
ing the character, financial or otherwise, of the actual ^ssuer of 
the securities and/or the person performing the acts and ^ssuming 
the duties of depositor or manager. 
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(3) the amoupt of the funded debt and the estimated amount of 
the floating debt outstanding and to be created by the security to be 
offered, excluding intergovernmental debt, and a brief description 
of the date, maturity, character of such debt, rate of interest, charac¬ 
ter of amortization provisions, and the security, if any, therefor. 
If substitution of any security is permissible, a statement of the con¬ 
ditions under which such substitution is permitted.' If substitution 
is permissible without notice, a specific statement to that effect; 

(4) whether or not the issuer or its predecessor has, within a 
period of twenty years prior to the filing of the registration state¬ 
ment, defaulted pn the principal or interest of any external security, 
excluding intergovernmental debt, and, if so, the date, amount, and 


circumstances of such default, and the terms of the succeeding 
arrangement, if any; 

(5) the receipts, classified by source, and the expenditures, classi¬ 
fied by purpose, in such detail and form as the Commission shall 
prescribe for the latest fiscal year for which such information is 
available and th£ two preceding fiscal years, year by year; 

(6) the names, and addresses of the underwriters; 

(7) the name and address of its authorized agent, if any, in the 
United States: 


(8) the estimated net proceeds to be derived from the sale in 
the United States of the security to be offered: 


(9) the price at which it is proposed that the security shall be 
offered in the United States to the public or the method by which 
such price is computed. A variation in price may be proposed prior 
to the date of the public offering of the security, but the Commission 
shall immediately be notified of such variation; 

(10) all commissions paid or to be paid, directly or indirectly, by 
the issuer to the underwriters in respect of the sale of the security 
to be offered. Commissions shall include all cash, securities, con¬ 
tracts, or anything else of value, paid, to be set aside, disposed of, 
or understandings with or for the benefit of any other persons in 
which the underwriter is interested, made, in connection with the 


sale of such security. Where any such commission is paid, the 
amount of such commission paid to each underwriter shall be stated; 

(11) the amount or estimated amounts, itemized in reasonable 
detail, of expenses, other than the commissions specified in para¬ 
graph (10) of this schedule, incurred or borne by or for the account 
of the issuer in connection with the sale of the security to be offered 
or properly chargeable thereto, including legal, engineering, certifi¬ 
cation, and other charges; 

(12) the names and addresses of counsel who have passed upon 
the legality of the issue: 

(13) a copy of any agreement or agreements made with any 
underwriter governing the sale of the security within the United 
States: and 

(14) an agreement of the issuer to furnish a copy of the opinion 
or opinions of counsel in respect to the legality of the issue, with a 
translation, where necessary, into the English language. Such opin¬ 
ion shall set out in full all laws, decrees, ordinances, or other acts 
of Government under which the issue of such security has been 
authorized. 
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TITLE n 

Section 201. For the purpose of protecting, conserving, and 
advancing the interests of the holders of foreign securities in default, 
there is hereby created a body corporate with the name i Corporation 
of Foreign Security Holders” (herein called the “Corporation”). 
The principal office of the Corporation shall be located ih the District 
of Columbia, but there may be established agencies or fyranch offices 
in any city or cities of the United States under rules and regulations 
prescribed by the board of directors. 

Sec. 202. The control and management of the Corporation shall 
be vested in a board of six directors, who shall be appointed and 
hold office in the following manner: As soon as practicable after the 
date this Act takes effect the Federal Trade Commission (herein¬ 
after in this title called “ Commission ”) shall appoint six directors, 
and shall designate a chairman and a vice chairman ::rom among 
their number. After the directors designated as chairman and vice 
chairman cease to be directors, their successors as chairman and vice 
chairman shall be elected by the board of directors itself. Of the 
directors first appointed, two shall continue in office for a term of two 
years, two for a term of four years, and two for a term bf six years, 
from the date this Act takes effect, the term of each to bb designated 
by the Commission at the time of appointment. Thei|r successors 
shall be appointed by the Commission, each for a term ^f six years 
from the date of the expiration of the term for which his prede¬ 
cessor was appointed, except that any person appointed to fill a 
vacancy occurring prior to the expiration of the term for which his 
predecessor was appointed shall be appointed only for the unex¬ 
pired term of such predecessor. No person shall be eligible to serve 
as a director who within the five years preceding has had any in¬ 
terest, direct or indirect, in any corporation, company, partnership, 
bank or association which has sold, or offered for sale iny foreign 
securities. The office of a director shall be vacated if tpe board of 
directors shall at a meeting specially convened for that purpose by 
resolution passed by a majority of at least two-thirds of the board 
of directors, remove such member from office, provided that the 
member whom it is proposed to remove shall have seven days’ notice 
sent to him of such meeting and that he may be heard. 

Sec. 203. The Corporation shall have power to adopt] alter, and 
use a corporate seal; to make contracts; to lease such real estate as 
may be necessary for the transaction of its business; to sue and 
be sued, to complain and to defend, in any court of competent juris¬ 
diction, State or Federal; to require from trustees, financial agents, 
or dealers in foreign securities information relative to the original 
or present holders of foreign securities and such other information 
as may be required and to issue subpenas therefor; to take over the 
functions of any fiscal and paying agents of any foreign securities in 
default; to borrow money for the purposes of this title, and to 
pledge as collateral for such loans any securities deposited with 
the Corporation pursuant to this title; by and with the consent and * 
approval of the Commission to select, employ, and fix the compen¬ 
sation of officers, directors, members of committees, employees, attor¬ 
neys, and agents of the Corporation, without regard to the provi- 
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sions of other laws applicable to the employment and compensation 
of officers or employees of the United States; to define their authority 
and duties, require bonds of them and fix the penalties thereof, 
and to dismiss at pleasure such officers, employees, attorneys, and 
agents; and to prescribe, amend, and repeal, by its board of direc¬ 
tors, bylaws, rules, and regulations governing the manner in which 
its general business may be conducted and the powers granted to it 
by law may be exercised and enjoyed, together with provisions for 
such committees and the functions thereof as the board of directors 
may deem necessary for facilitating its business under this title. 
The board of directors of the Corporation shall determine and pre¬ 
scribe the manner in which its obligations shall be incurred and its 
expenses allowed and paid. 

Sec. 204. The board of directors may— 

(1) Convene meetings of holders of foreign securities. 

(2) Invite the deposit and undertake the custody of foreign securi¬ 
ties which have, defaulted in the payment either of principal or 
interest, and issue receipts or certificates in the place of securities so 
deposited. 

(3) Appoint committees from the directors of the Corporation 
and/or all other persons to represent holders of any class or classes 
of foreign securities which have defaulted in the payment, either of 
principal or interest and determine and regulate the functions of such 
committees. The chairman and vice chairman of the board of direc¬ 
tors shall be ex officio chairman and vice chairman of each committee. 

(4) Negotiate and carry out, or assist in negotiating and carrying 
out, arrangements for the resumption of payments due or in arrears 
in respect of any. foreign securities in default or for rearranging the 
terms on which such securities may in future be held or for convert¬ 
ing and exchanging the same for new securities or for any other 
object in relation thereto; and under this paragraph any plan or 
agreement made with respect to such securities shall be binding upon 
depositors, providing that the consent of holders resident in the ' 
United States of 60 per centum of the securities deposited with the 
Corporation shall be obtained. 

(5) Undertake, superintend, or take part in the collection and 
application of funds derived from foreign securities which come into 
the possession of or under the control or management of the 
Corporation. 

(6) Collect, preserve, publish, circulate, and render available in 
readily accessible form, when deemed essential or necessary, docu¬ 
ments, statistics, reports, and information of all kinds in respect of 
foreign securities^ including particularly records of foreign external 
securities in default and records of the progress made toward the 
payment of past-due obligations. 

(7) Take such steps as it may deem expedient with the view of 
securing the adoption of clear and simple forms of foreign securities 
and just and sound principles in the conditions and terms thereof. 

(8) Generally, act in the name and on behalf of the holders of 
foreign securities the care of representation of whose interests may 
be entrusted to the Corporation; conserve and protect the rights and 
interests of holders of foreign securities issued, sold, or owned in the 
United States; adopt measures for the protection, vindication, and 
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preservation or reservation of the rights and interest^ of holders of 
foreign securities either on any default in or on breach or contem¬ 
plated breach of the conditions on which such foreign Securities may 
have been issued, or otherwise; obtain for such holders such legal 
and other assistance and advice as the board of directors may deem 
expedient; and to do all such other things as are incident or con¬ 
ducive to the attainment of the above objects. 

Sec. 205. The board of directors shall cause account^ to be kept of 
all matters relating to or connected with the transactions and busi¬ 
ness of the Corporation, and cause a general account and balance 
sheet of the Corporation to be made out in each year, land cause all 
accounts to be audited by one or more auditors who ^hall examine 
the same and report thereon to the board of directors. | 

Sec. 206. The Corporation shall make, print, and make public an 
annual report of its operations during each year, send a copy thereof, 
together with a copy of the account and balance sheet and auditor’s 
report, to the Commission and to both Houses of Congress, and pro¬ 
vide one copy of such report but not more than one on the application 
of any person and on receipt of a sum not exceeding »1: Provided , 
That the board of directors in its discretion may distribute copies 
gratuitously. 

Sec. 207. The Corporation may in its discretion lpvy charges, 
assessed on a pro rata basis, on the holders of foreign securities 
deposited with it: Provided , That any charge levied at the time of 
depositing securities with the Corporation shall not exceed one fifth 
of 1 per centum of the face value of such securities: Provided fur¬ 
ther* That any additional charges shall bear a close relationship to 
the cost of operations and negotiations including those| enumerated 
in sections 203 and 204 and shall not exceed 1 per centuni of the face 
value of such securities. | 

Sec. 208. The Corporation may receive subscriptions from any 
person, foundation with a public purpose, or agency oil the United 
States Government, and such subscriptions may, in the discretion of 
the board of directors, be treated as loans repayable when and as the 
board- of directors shall determine. 

Sec. 209. The Reconstruction Finance Corporation is hereby 
authorized to loan out of its funds not to exceed $75,000 for the use 
of the Corporation. 

Sec. 210. Notwithstanding the foregoing provisions ojf this title, 
it shall be unlawful for, and nothing in this title shall be taken or 
construed as permitting or authorizing, the Corporation in this title 
created, or any committee of said Corporation, or any person or 
persons acting for or representing or purporting to represent it— 

(a) to claim or assert or pretend to be acting for pr to repre¬ 
sent the Department of State or the United States Government; 

(b) to make any statements or representations of a|ny kind to 
any foreign government or its officials or the officials of any 
political subdivision of any foreign government that said Cor¬ 
poration or any committee thereof or any individual or indi¬ 
viduals connected therewith were speaking or acting for the 
said Department of State or the United States Government: or 

(c) to do any act directly or indirectly which would interfere 
with or obstruct or hinder or which might be calculated to 
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obstruct, hinder or interfere with the policy or policies of the 
said Department of State or the Government of the United 
States or any pending or contemplated diplomatic negotiations, 
arrangements, business or exchanges between the Government 
of the United States or said Department of State and any for¬ 
eign government or any political subdivision thereof. 

Sec. 211. This title shall not take effect until the President finds 
that its taking effect is in the public interest and by proclamation 
so declares. 

Seo. 212. This title may be cited as the “Corporation of Foreign 
Bondholders Act, 1933.” 

Approved May 27 th 1933. 
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